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STATEMENT OF HON. TIMOTHY F. GEITHNER, SECRETARY 

OPENING STATEMENT OF SENATOR RICHARD J. DURBIN 

Senator Durbin. Good morning. I’m pleased to convene this hear- 
ing of the Appropriations Subcommittee on Financial Services and 
General Government, the first in a series of hearings we’re going 
to have this spring as we embark on the 2012 appropriations bills. 

I want to welcome my Ranking Member, Senator Jerry Moran of 
Kansas. Welcome in your new position here. 

Senator Moran. Thank you. 

Senator Durbin. I am looking forward to working with you. 

And, of course, my colleague from Illinois, Senator Mark Kirk — 
we’ve both worked together on many things. 

And let me start with an apology to the Secretary and to my col- 
leagues, but it’s all the President’s fault. He decided, at the last 
minute, to call in the leaders, including Senator Reid, and I had 
the responsibility of opening the Senate. So, I apologize to all of 
those who are in attendance. 

Today, we’re going to examine the fiscal year 2012 funding re- 
quest for the Department of the Treasury. While the Treasury pro- 
grams funded in our appropriations bill include the Internal Rev- 
enue Service (IRS) and the Community Development Financial In- 
stitutions Fund (CDFI), we’re planning to look at those two agen- 
cies separately. We’ll save questions on those for focused hearings. 

The Treasury programs we’re going to talk about today are pro- 
grams which deliver a generous return on investment to taxpayers. 
I’d like to illustrate a few examples. 
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Before any coalition planes were in the sky over Libya, the De- 
partment of the Treasury’s Office of Foreign Assets Control had 
frozen $32 billion in Libyan assets. That’s $^32 billion that Muam- 
mar Gaddafi can’t use to pay mercenaries, gas up his tanks, or pur- 
chase weapons to kill his own people. 

The Treasury’s Financial Crimes Enforcement Network 
(FinCEN), tracks the financial paper trail when a criminal tries to 
steal your identity, cash out the equity in your home, or skim your 
credit card. And again, when that criminal tries to wire your 
money abroad, blow your money on blackjack, or even flee the 
country with a pocketful of diamonds, it’s the Treasury’s FinCEN 
that follows the money to make sure crime doesn’t pay for terror- 
ists, financiers, organized crime, narcotics traffickers, Ponzi scheme 
operators, and loan modification scammers. 

The Treasury’s Financial Management Service ensures that So- 
cial Security payments make their way to seniors, that benefit pay- 
ments make their way to our disabled veterans, and, as many of 
you may be looking forward to, that tax refunds make their way 
to taxpayers. 

The Treasury employs a professional cadre of staff who forecast 
economic indicators and analyze market conditions in order to mon- 
itor risk building up in our financial system and promote not just 
an economic recovery, but sustainable economic growth. 

The Treasury’s special inspector general (IG) for the Troubled 
Asset Relief Program (TARP) works diligently to root out fraud and 
abuse in that program and provide transparency. Last year alone, 
the IG saved $555 million in taxpayer dollars that would have oth- 
erwise been lost to fraud. The office continues to work, this year, 
on 153 criminal and civil investigations that they actively pursue. 

To continue all these activities in 2012, the Treasury requests 
spending authority of $1.39 billion. The request is actually a net 
decrease of $18 million, or IV 2 percent, compared to both the fiscal 
year 2010 enacted level and the fiscal year 2011 continuing resolu- 
tion level that we’re currently operating under. 

I’m glad to see a restrained budget proposal, though I have — I’m 
concerned about some of the proposed cuts. There are several that 
have come to my attention. The Treasury proposes to scale back 
local law enforcement access to data on suspicious financial trans- 
actions. There’s also a proposal to discontinue funding for law en- 
forcement pursuing criminal activity related to alcohol and tobacco. 
We’ll discuss those today. 

In addition to these ongoing duties, the Treasury is shepherding 
the creation of the Bureau of Consumer Financial Protection 
(CFPB). For too long, consumers have struggled to navigate finan- 
cial products fraught with hidden fees, bait and switch terms, and 
other complex features that even experts have difficulty under- 
standing. The CFPB will operate with a simple mission: to em- 
power consumers with the information they need to make financial 
decisions for themselves and their families. 

PREPARED STATEMENT 

Since the day I introduced the first bill to create this bureau. 
Wall Street has fought it and tried to undermine it. In fact, with 
the help of some in the House, Wall Street is attempting to limit 
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spending by this Bureau to barely half of what it needs to get 
started. It’s not a surprise that Wall Street is balking at the CFPB 
starting up. Fully informed consumers will make markets more 
competitive, eliminating the ability of banks, lenders, and mortgage 
brokers to profit from sheer confusion. We’re going to work to make 
sure this agency has what it needs to start working for consumers 
from the start. 

I look forward to discussing these and other issues with the Sec- 
retary. 

And I now turn to my ranking member. Senator Moran, for any 
opening remarks. 

[The statement follows:] 

Prepared Statement of Senator Richard J. Durbin 

Good morning. I am pleased to convene this hearing of the Appropriations Sub- 
committee on Financial Services and General Government, the first in a series of 
hearings I am planning this spring as we embark on developing our 2012 appropria- 
tions bill. 

I welcome my ranking member, Senator Jerry Moran, and other colleagues who 
have joined me on the dais today. I also welcome Treasury Secretary Timothy F. 
Geithner to the hearing. 

Today we will examine the fiscal year 2012 funding request for the Department 
of the Treasury. While the Treasury programs funded in our appropriations bill in- 
clude the Internal Revenue Service (iRS) and the Community Development Finan- 
cial Institutions (CDFI) Fund, we’re planning to look at these two agencies in depth 
in separate hearings scheduled over the next several weeks. We’ll save questions on 
the IRS and CDFI for those focused hearings. 

The Treasury programs we’ll examine today deliver a generous return on invest- 
ment to tcixpayers. I would like to illustrate a few examples of how Treasury pro- 
grams provide tcixpayers with the best bang for their buck: 

Before any coalition planes were in the sky over Libya, Treasury’s Office of For- 
eign Assets Control froze $32 billion in Libyan assets. That’s $32 billion that Muam- 
mar Gaddafi can not use to pay mercenaries, gas up his tanks, or purchase weapons 
to fight his own people. 

Treasury’s Financial Crimes Enforcement Network (FinCEN) tracks the financial 
paper trail when a criminal tries to steal your identity, cash out the equity in your 
home, or skim your credit card, and again when that criminal tries to wire your 
money abroad, blow your money on blackjack, or even flee the country with a pocket 
full of diamonds. It’s Treasury’s FinCEN that follows the money to make sure crime 
doesn’t pay for terrorist financiers, organized crime, narcotics traffickers, Ponzi 
scheme operators, and loan modification scammers. 

Treasury’s Financial Management Service ensures that Social Security payments 
make their way to our seniors, that benefit payments make their way to our dis- 
abled veterans, and — as many of you may be looking forward to — that tax refunds 
make their way to taxpayers. 

Treasury employs a professional cadre of staff who forecast economic indicators 
and analyze market conditions in order to monitor risks building up in our financial 
system and promote not just an economic recovery, but sustainable economic growth 
and global competitiveness. 

Treasury’s Special Inspector General for Troubled Asset Relief Program (TARP) 
works diligently to root out fraud and abuse in the TARP program and provides 
transparency of a complicated program. Last year alone, the inspector General 
saved $555 million in taxpayer dollars that would have otherwise been lost to fraud. 
The office continues its work this year with 153 criminal and civil investigations it 
is actively pursuing. 

Treasury’s Alcohol and Tobacco Teix and Trade Bureau collects more than $24 bil- 
lion in taxes on alcohol and tobacco every year with a budget of just $103 million. 
The agency combats tax evasion, keeps illegal tobacco and alcohol products off the 
shelves, and ensures alcohol products are labeled properly and advertised appro- 
priately. Every time you open a beer, a bottle of wine, or a bottle of spirits, you can 
trust the label because Treasury has ensured the safety of that product. 

To continue all of these activities in 2012, Treasury requests spending authority 
of $1.39 billion. The request is actually a net decrease of $18 million, or 1.5 percent. 



4 


compared to both the fiscal year 2010 enacted level and the fiscal year 2011 con- 
tinuing resolution level we are currently operating under. 

While I’m glad to see a restrained budget proposal, I have some concerns about 
a few of the proposed cuts. Let me talk about a couple of them. Treasury proposes 
to scale back local law enforcement access to data on suspicious financial trans- 
actions. Treasury also proposes to discontinue funding for law enforcement pursuing 
criminal activity related to alcohol and tobacco. I look forward to discussing those 
proposals in more detail today. 

In addition to these ongoing duties, Treasury is shepherding the creation of the 
Consumer Financial Protection Bureau (CFPB), known as the CFPB. For too long, 
consumers have struggled to navigate financial products fraught with hidden fees, 
bait-and-switch terms, and other complex features that even experts have difficulty 
understanding. The CFPB will operate with a simple mission — to empower con- 
sumers with the information they need to make financial decisions for themselves 
and their families. 

Since the day I introduced the first bill to create such a bureau. Wall Street has 
fought to defeat and undermine it. In fact, with the House Republicans’ help. Wall 
Street is attempting to limit spending by that agency to just half of what it needs 
to get started. It’s not a surprise Wall Street is balking at the CFPB starting up — 
fully informed consumers will make markets more competitive, eliminating the abil- 
ity of banks, lenders, and mortgage brokers to profit from sheer confusion. 

We’re going to work to make sure this agency has what it needs to start working 
for consumers right from the start. 

I look forward to discussing these and other issues with you. I now turn to my 
Ranking Member, Senator Moran, for any remarks that he would like to make. 

STATEMENT OF SENATOR JERRY MORAN 

Senator Moran. Mr. Chairman, thank you very much. 

Secretary Geithner, welcome. 

Today marks my first opportunity to sit in this new role as Rank- 
ing Member of the Financial Services and General Government 
Subcommittee, and I appreciate the opportunity to serve on the Ap- 
propriations Committee, particularly given its very important role 
in providing oversight over all discretionary spending. 

I look forward to working with you, Mr. Chairman, as we review 
this budget, and others, and make certain that our agencies have 
the opportunity to explain their story and we reach the right agree- 
ment in regard to spending levels. 

Mr. Secretary, you have many, many challenges, and your re- 
sponsibilities are great, and they include, in my view, reinvigo- 
rating bank lending to consumers and small businesses, stabilizing 
the housing market, and encouraging sustainable economic growth. 
Most importantly, you must promote this economic growth at a 
time in which the long-term financial security of the United States 
is one that is burdened by unprecedented debt. 

Our country faces enormous fiscal challenges which, left un- 
checked, will have a disastrous impact upon the future of our Na- 
tion. For too long, members of both political parties have ignored 
this growing fiscal crisis and allowed our country to live well be- 
yond its means. 

Americans are looking for leadership in Washington to confront 
the problems we face today and not to push them on to future gen- 
erations. Oftentimes, the debate about Government spending is 
seen as a philosophical, academic, another political discussion, a 
partisan issue; but, in my view, the truth is that out-of-control bor- 
rowing and spending has very real consequences upon the everyday 
lives of Americans. We are facing a turning point in our country’s 
history and can no longer avoid these difficult decisions. 
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Mr. Secretary, I know that you’re fully aware of the crisis we are 
facing, and I hope that we can work together to right the ship. The 
Congress needs a partner in the administration if we are to enact 
any meaningful changes or reforms. 

In my remaining few moments, I want to address another prob- 
lem hampering our economic recovery: the uncertainty coming out 
of Washington, DC. regarding bank regulations and bank regu- 
lators. You and I had a conversation about this at a joint hearing 
when I was a Member of the House. And unfortunately, I don’t 
think things have changed. We have reached a sad point in Amer- 
ica when small-town banks are unwilling or unable to lend to 
small-town businesses. This sort of relationship banking played no 
role in the fiscal crisis we just experienced, and I feel strongly that, 
once we correct this trend, we will see a recovery take hold. 

I hear, from many Kansas bankers, that the most serious reason 
for their inability to lend to creditworthy borrowers in the commu- 
nity — in their community — is the fear of bank examiners’ unwar- 
ranted scrutiny and the increasing cost of unnecessary regulations. 
Time and time again, I hear from bankers, like I heard this morn- 
ing, Ken Domer, of Spearville, Kansas, who, in his 30 years experi- 
ence as a banker, has never experienced such an unprecedented ex- 
amination process like what has been ongoing recently. I hope that 
you will work with me to find solutions to this circumstance. 

Finally, I am requesting your thoughts — Senator Durbin men- 
tioned the CFPB — I intend to introduce legislation today that 
would reform the structure of the CFPB by subjecting it to an ap- 
propriations process and replacing the single-director structure 
with a five-person commission, similar to the Securities and Ex- 
change Commission, Commodity Futures Trading Commission, and 
a host of other Federal agencies. While my concerns with Dodd- 
Frank extend beyond the structure of the CFPB, this legislation, I 
believe, is a good first step to making sure the Congress has the 
necessary oversight of such a powerful agency. 

Secretary Geithner, the Department of the Treasury plays an im- 
portant role in managing the Federal Government’s finances and 
attempting to reinvigorate our economy, and I stand ready to work 
with you to address the challenges, and look forward to working 
with you and Senator Durbin and my other colleagues on this sub- 
committee to find common-sense solutions to address our mounting 
fiscal crisis. 

Senator Moran. I thank the Chairman and welcome Secretary 
Geithner. 

Senator Durbin. Thank you. Senator Moran. 

Mr. Secretary, you have the floor. 

SUMMARY STATEMENT OF HON. TIMOTHY F. GEITHNER 

Secretary Geithner. Thank you. Chairman Durbin, Senator 
Moran, and members of the subcommittee. Thank you for letting 
me come up here today and talk to you. And I appreciate both your 
opening statements. 

We’re here to talk about the Treasury budget, which, at first 
glance, may not seem central to the broad questions we’re debating 
about how to strengthen the economy and restore fiscal sustain- 
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ability. But, I want to spend a few minutes at the beginning just 
highlighting what’s at stake. 

As you know, the Treasury plays a key role in a range of impor- 
tant programs to help strengthen economic growth. We play a cen- 
tral role in designing and administering a powerful set of tax in- 
centives to encourage business investment and capital spending, in- 
vestment in small, high-growth, start-up companies, make it easier 
for families to afford college. We play a central role in the evolving 
debate about how to design a better means for financing infrastruc- 
ture across the country, in setting up a series of very important 
programs to help facilitate small business lending and credit 
growth, the new market tax credit, the CDFI program. We play a 
very important role helping expand United States exports, not just 
through our work with China, to encourage them to appreciate 
their currency more rapidly, but broader efforts to help us to estab- 
lish a more level playing field for American companies. Obviously, 
we’re playing a central role in helping repair the damage caused 
by the crisis to the housing market. And we’re working to design 
a better corporate tax system that can help strengthen incentives 
for investment in the United States. 

Second, beyond these broad questions about economic growth, of 
course, we’re playing a critical role in helping reform our national 
financial system. We chair the council established by the Congress 
for financial stability. We’re helping work to wind down the govern- 
ment-sponsored enterprises’ fixed housing finance system estab- 
lished by the CFPB, bring oversight to derivatives markets, all as 
part of a broad strategy working with countries around the world 
to make sure that U.S. firms face a level playing field as we 
strengthen these basic constraints on risk taking and leverage. 

The Treasury plays a key role, as the Chairman said, in help 
protecting our national security through administering our terrorist 
financing sanctions programs, not just with Iran and North Korea, 
but, as the Chairman said, most notably and recently, Libya. 

The Treasury, as you know, is responsible for raising the re- 
sources required to fund the obligations the Congress has estab- 
lished for the Government and for helping Americans meet their 
obligations as citizens. Every $1 we spend at the IRS helps gen- 
erate nearly $5 in tax revenue. Every $1 we cut in enforcement 
through the IRS will increase our future budget deficits, add to our 
debt, and increase the risk that Americans who pay their taxes, 
pay more than their fair share of the burden. 

Now, we carry out these responsibilities with a very tight, effi- 
cient use of taxpayer resources, a very lean and talented, dedicated 
staff of professionals at the Treasury. You know, it’s a remarkable 
achievement that, in a $14 trillion economy at a time of severe eco- 
nomic and financial crisis, enormous economic challenges here and 
from around the world, that the entire main Treasury staff, what 
we call the departmental offices, is about the size of a tax depart- 
ment at one of America’s single iconic corporations. 

We play a lead role in the executive branch in helping find ways 
to save resources. Let me just cite two examples that are high- 
lighted in my testimony. 

Within the Treasury, we’ve identified, in our last three budget 
requests, more than $1 billion in savings by consolidating functions 
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and helping bring the Government payment system into the mod- 
ern era by shifting to electronic processing of payments, paperless 
transactions. And with very careful management of the emergency 
programs established by the Congress to resolve our financial cri- 
sis, we have helped save hundreds of billions of dollars of taxpayer 
resources through the careful management of those investments. 
As you know, our overall investments in the banking system alone 
are likely to generate a very substantial profit to the American tax- 
payer, estimated, today, in the range of $20 billion. 

Now, the President and the congressional leadership are meeting 
this morning on the budget for this year. Of course, we’re 6 months 
into the year now. House Republicans outlined, this morning, a 
proposed strategy for how we reduce our deficits over the long 
term. A group of bipartisan Senators are working hard to reach 
agreement on a comprehensive, multiyear set of reforms to put us 
on a path back to living within our means as a country. 

So, I want to just conclude by emphasizing how important it is 
that we reach a bipartisan agreement on how to restore fiscal sus- 
tainability by reducing spending where we can, but still investing 
in the types of reforms, like education, that are essential to our 
economic future, and by enabling us to meet our commitments to 
our seniors and those less fortunate Americans. 

The economy is healing, job creation is accelerating, businesses 
are investing, but we have a long way to go to heal the damage 
caused by this crisis, and we face enormous challenges, including 
from — countries new competitors around the world. So, I think all 
of us in Washington have a responsibility to demonstrate that we 
can solve these problems, not just talk about them. 

PREPARED STATEMENT 

So, I look forward to working with you, and I appreciate very 
much your support for the exceptionally talented and professional 
staff of the Treasury that carry out such an enormously com- 
plicated set of responsibilities. 

[The statement follows:] 

Prepared Statement of Timothy F. Geithner 

Chairman Durbin, Ranking Member Moran, members of the subcommittee, thank 
you for the opportunity to testify about the President’s fiscal year 2012 budget for 
the Department of the Treasury. 

The Congress has given the Treasury a very broad mission, with responsibilities 
that touch many aspects of the lives of Americans. 

The Treasury is responsible for raising the resources necessary to fund critical 
Government functions, from national defense to protecting national parks. As the 
Government’s financial manager, we process payments on a daily basis of almost 
$100 billion, including Social Security payments to 54 million Americans each 
month. We design and deliver tax credits to help support business investment and 
help families finance a college education. We design and enforce the financial sanc- 
tions necessary to prevent the spread of nuclear weapons and the finance of ter- 
rorism. 

The Treasury plays an important role in helping shape the President’s overall eco- 
nomic policies. Our lead policy responsibilities include tax policy, international eco- 
nomic policy, and the stability of the U.S. financial system, which is the focus of 
the recently established Financial Stability Oversight Council that I chair. 

Unlike most Federal agencies, the Treasury’s annually appropriated budget is 
about people more than programs, with most of the resources we seek from the Con- 
gress directed to supporting the talented public servants charged with these impor- 
tant economic and financial responsibilities. Salaries and operating costs make up 
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96 percent of our budget, and most of the rest is for investments in technology they 
require to function. 

In the President’s budget for fiscal year 2012, the administration requested slight- 
ly more than $14 billion, $13.3 billion of which is for the Internal Revenue Service 
(IRS). This request includes efficiency savings and program reductions across all 
Treasury bureaus, as well as a number of targeted investments to allow us to better 
address some of the most important economic challenges facing the United States. 

Let me begin by summarizing the core economic and financial priorities that 
shape this budget request. 

STRENGTHENING ECONOMIC GROWTH 

As we work to strengthen the economy and help get more Americans back to 
work, we are responsible for a range of initiatives designed to help support business 
investment. 

As part of the Small Business Jobs Act of 2010, the Treasury is implementing two 
new programs — the Small Business Lending Fund and the State Small Business 
Credit Initiative — designed to improve access to capital for small businesses. 

We are working to encourage private sector investment in start-ups and small 
businesses operating in moderate and low-income communities through investments 
in the Community Development Financial Institutions Fund and the New Markets 
Teix Credit Program. 

ASSISTING HOMEOWNERS AND REPAIRING THE HOUSING MARKET 

In the face of the worst housing crisis in a generation, the Treasury plays an im- 
portant role in the Government’s programs to prevent avoidable foreclosures and 
support the continued repair of the housing market. 

The Treasury’s Home Affordable Modification Program (HAMP), which is one of 
several critical homeownership assistance programs under our Making Home Af- 
fordable initiative, has helped more than 630,000 families stay in their homes. By 
setting affordability standards and providing a framework for homeowner assistance 
that the private sector can follow, HAMP has also driven industry improvements 
that have resulted in 2 million additional modifications outside the program. We 
continue to refine and strengthen our housing programs and are taking additional 
steps to help ensure Americans are better served by their mortgage companies, in- 
cluding publishing a quarterly compliance scorecard for each of the 10 largest 
HAMP servicers and requiring all Making Home Affordable participating servicers 
to assign a single point of contact to each homeowner requesting a HAMP modifica- 
tion. 

Another key priority is comprehensive housing finance reform. In February, the 
administration laid out a plan to wind down Fannie Mae and Freddie Mac and re- 
form our Nation’s housing finance system. We look forward to working with the 
Congress in the coming months to develop legislation that will help create a safer 
and more stable housing finance market. 

REPAIR AND REFORM OF THE FINANCIAL SYSTEM 

Our programs to help strengthen and reform the financial system have made very 
substantial progress, but we still face a number of challenges ahead. 

The financial recovery bank programs under the investment portion of the Trou- 
bled Assets Relief Program (TARP) are now estimated to provide a substantial posi- 
tive return to the taxpayer. On March 30, we announced that TARP’s bank pro- 
grams officially turned a profit. Moving forward, we’re working to exit our remain- 
ing investments and continue recovering taxpayer dollars. Ultimately, we expect 
TARP’s bank programs will produce a lifetime profit of nearly $20 billion. 

We are also continuing to work in cooperation with the Federal Housing Finance 
Agency to protect teixpayers and reduce the ultimate cost of the Government’s sup- 
port for the housing market through the Government Sponsored Enterprises (GSEs). 
In the President’s fiscal year 2012 budget, the net cost of rescuing Fannie Mae and 
Freddie Mac is projected to drop by 44 percent from $131 billion today to $73 billion 
over the next 10 years as those companies continue to pay back dividends on the 
Government’s investment. In fact, in each of the last two quarters, the net cost of 
the Government’s investment in Fannie Mae and Freddie Mac has declined, because 
those firms have paid more back in dividends than they have requested in new 
funding. 

We are helping shape the rules to implement the comprehensive reforms to the 
financial system passed by the Congress last year, including stronger protections for 
consumers and tougher limits on risk-taking by banks. These reforms will help 
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make our financial system more secure and protect the American taxpayer, but to 
be effective we need to fully fund their implementation and enforcement. 

TAX REFORM 

The President has proposed to reform our corporate tax system to make America 
more competitive. 

We look forward to working with Members of Congress and the business commu- 
nity to design a comprehensive, revenue neutral reform of the corporate teix system 
that would lower teix rates, eliminate special teix breaks, and encourage investment 
in the United States. 

PROMOTING U.S. ECONOMIC AND NATIONAL SECURITY INTERESTS GLOBALLY 

The Treasury plays a critical role in helping advance U.S. economic interests 
abroad and protecting against foreign threats to our economic and financial security. 
Our request sustains the Department’s investment in counterterrorism and financial 
crime programs. This includes funding for implementing targeted economic sanc- 
tions against foreign threats to the United States and stopping the flow of money 
to terrorist organizations and their support networks. 

IMPROVING THE EFFICIENCY OF GOVERNMENT SERVICES 

As we pursue these core priorities, we are working to deliver savings, program 
reductions, and improvements in the overall efficiency of government. As a result 
of these savings, our budget requests for fiscal year 2012 in five accounts are below 
the fiscal year 2010 enacted levels, and in three accounts are below the fiscal year 
2008 enacted levels. 

Taxpayer Services and Tax Enforcement 

The customer service and enforcement programs at the IRS provide one of the 
best values in the Federal Government. Every $1 invested in IRS yields nearly $5 
in increased revenue from noncompliant taxpayers. The targeted investments in this 
budget request are expected to produce more than $1.3 billion in additional annual 
revenue once fully implemented in fiscal year 2014. 

In fiscal year 2010, the IRS enforcement efforts brought in $57.6 billion in addi- 
tional tax revenues. This is a 53 percent increase in enforcement revenue since 2003 
and a clear example that the investment in the IRS over the past few years is pro- 
ducing significant returns. 

Over the last decade there have been nearly 4,500 changes to the teix law, pro- 
viding IRS with a challenging and constantly changing business environment. De- 
spite this fact, service levels have increased and each year the IRS has delivered 
a successful filing season. 

The IRS continues to implement information programs and online applications to 
help taxpayers find and understand information. Use of the popular IRS Web tool, 
“Where’s My Refund.com” has nearly tripled since 2006 to 67 million users. This 
modernization has not only helped improve IRS’ daily interactions with taxpayers 
but has also provided the platform for significant productivity increases in IRS oper- 
ations. 

Today, we receive nearly 100 million tax returns electronically each year. In the 
past these returns would have been opened, sorted, and transcribed manually. Last 
year, nearly 70 percent of individual teix returns were filed electronically compared 
to a mere 10 percent 15 years ago. The efficiency savings have allowed us to consoli- 
date 10 submission processing sites into six and reduce the need for manual submis- 
sion processing jobs. We will repurpose an additional processing site later this year. 

Our information technology modernization effort will decrease the time it takes 
to process and post-taxpayer information from 2 weeks to 1 day, allowing the IRS 
to issue faster refunds and customer service representatives to answer taxpayer 
questions based on more up-to-date information. 

The Treasury’s Electronic Payments Initiatives 

Modernizing processes and reducing waste are key components not only of the 
IRS portion of the Treasury’s budget but also of our overall efforts to make sure the 
Department operates more efficiently and effectively. 

The Treasury now makes 82 percent of its payments electronically. We are taking 
action to further increase electronic payments. Effective May 2011, all newly en- 
rolled Federal beneficiaries will receive payments electronically. By March 2013, we 
plan to move all existing beneficiaries to electronic payment. 

Productivity increases have already allowed the Financial Management Service to 
repurpose the Austin, Texas payment center as a debt collection center. Debt collec- 



10 


tion efforts last year alone totaled more than $4 billion, a 41 percent increase over 
fiscal year 2000. 

Automation of our debt financing functions has allowed the Bureau of Public Debt 
to decrease staffing by more than 20 percent over the last 5 years. Additionally, we 
transitioned to an entirely electronic process for issuing payroll savings bonds ear- 
lier this year. 

We are working to further automate debt financing. 

In early 2012, we will no longer issue over-the-counter paper savings bonds. In- 
stead, we will focus on supporting electronic means to issue bonds to individuals, 
reducing the cost of staffing, postage, paper forms, and processing fees. 

Overall, these efforts to increase the Treasury’s paperless transactions with the 
public are expected to produce more than $500 million in cost savings and effi- 
ciencies over the next 5 years. These savings, which include reductions in personnel 
and facilities costs, will create a more efficient Department and allow us to increase 
the quality of the services we provide. 

Reducing Fraud and Improper Payments 

The Treasury will also expand upon and maintain the administration’s 
VerifyPayment.gov portal to prevent ineligible recipients from receiving payments 
from the Federal Government. The Treasury will also continue to improve the man- 
agement of the delinquent debt portfolio by implementing reforms that will increase 
collection of delinquent tax and nontax debt, including child support, by more than 
$5 billion over the next 10 years. 

Overall Improvements in Efficiency 

The Treasury will cut the number of data centers we currently maintain by one- 
third by 2015, resulting in significant dollar and energy consumption savings. 

These overall savings build on substantial improvements over the last 2 years. 

The Treasury’s fiscal year 2009, fiscal year 2010, and fiscal year 2011 budgets col- 
lectively included a total of more than $1 billion in savings and offsets. The Treas- 
ury’s fiscal year 2012 budget alone identifies nearly $1 billion in savings, including 
$336 million in direct cost savings and efficiencies and $630 million in offsets pri- 
marily from assets seized as a result of violations of U.S. sanctions. 

These savings allow us to finance some very important investments. Any substan- 
tial cut to the IRS budget will hurt revenue collection and service to taxpayers, re- 
sulting in unanswered phone calls and letters. Cuts to the remaining Treasury re- 
sponsibilities would weaken our ability to support reforms that are critical to eco- 
nomic recovery and repair of the financial system. Cuts to the Community Develop- 
ment Financial Institutions Fund program would limit our ability to attract private 
investment to communities hit hardest by the economic crisis. 

To carry out the Treasury’s responsibilities, we need to be able to retain and sup- 
port the dedicated public servants that make up the career staff of the Treasury and 
its Bureaus. 

These are a very talented group of people, working extremely hard in the face of 
the most challenging economic and financial problems in many decades. They have 
played a vital role in helping restore economic growth and a measure of financial 
stability. 

I look forward to working with you to ensure we continue to attract and retain 
a diverse, highly skilled workforce that delivers enhanced results for the American 
public. 

Senator Durbin. Thank you, Mr. Secretary. 

I’ve been notified by the staff that Senator Lautenberg has an 
opening statement. And I’ll extend the same courtesy to Senator 
ffirk, if he would like to make one. 

STATEMENT OF SENATOR FRANK R. LAUTENBERG 

Senator Lautenberg. Thanks, Mr. Chairman. 

Little could be more important than to view where it is that we 
are and where it is we’re going. 

Welcome, Secretary Geithner. 

We learned, last week, that that the Nation’s jobless rate hit a 
2-year low in March, another sign that the economy is continuing 
its slow but steady recovery. 
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And if I may add a personal note here, the company I ran before 
I came here is the company that releases the labor statistics that 
we see, a company called ADP. Yesterday, I’ll take another moment 
of personal privilege — we said goodbye to my — to the founder of 
ADP — a partner, a humble man who worked very hard and created 
a company that today has 45,000 employees. We did it from noth- 
ing — nothing to help us along except our intelligence and our mus- 
cle. And I’m not sure that I provided much of the intelligence. 

Right now, we’ve got to help Americans get back to work. That’s 
got to be our top priority. And that’s why I was pleased to see 
President Obama’s budget call for critical investments we need to 
spark job creation. Buh we can’t make those investments if we 
don’t start paying more attention to the revenue side in the Gov- 
ernment’s ledger. I was a CEO for many years, and I know that 
you can’t run a company, or a country, without revenues. No mat- 
ter how much you cut expenses, if you don’t increase the revenues, 
you’re headed for disaster. 

And that’s why I voted, last year, to end the Bush tax cuts for 
the top 2 percent of wage earners. Windfalls for the wealthy don’t 
create jobs, reduce the deficit, or help us invest in our future. And 
I urge President Obama to keep the commitment in his budget to 
let the Bush tax cuts for the wealthy expire at the end of 2012, be- 
cause if the wealthiest among us don’t pay their fair share, we’ll 
be denying children and grandchildren the future that they de- 
serve. 

The President’s budget also funds the landmark Wall Street re- 
forms that we passed last year. This new law will protect our econ- 
omy from the kind of meltdown we suffered through in 2008. And 
that’s why I’m deeply concerned that the Tea Party Republican 
plan to cut funding for reform is in place. If the Republicans — Tea 
Party Republicans succeed. Wall Street could return to its reckless 
ways, which will threaten our economic recovery and undermine 
our ability to create jobs. 

We also need to strengthen investment in our Nation’s infra- 
structure by repairing crumbling roads and bridges and building 
much needed new projects like high-speed rail. Construction of a 
21st century rail system will make it easier for people to get where 
they need to go, improve our environment, and spark job creation. 

President Obama has proposed creating an infrastructure bank 
to invest in products that will — projects that will get America mov- 
ing. And I look forward to hearing your commentary, Mr. Sec- 
retary. 

I’m also eager to hear from the Secretary about how we can 
make taxes fairer, keep Wall Street in check, and accelerate our 
economic recovery. 

Senator Lautenberg. And I thank you, Mr. Chairman. 

Senator Durbin. Thanks, Senator Lautenberg. 

Senator Kirk. 

Senator Kirk. No opening statement, thank you. 

Senator Durbin. Thanks a lot. Senator Kirk. 

FINANCIAL MANAGEMENT DURING BUDGET UNCERTAINTY 

Mr. Secretary, before we get to important policy and budget 
questions, I have to address the issue of crisis management. We 
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have been lurching from short-term continuing resolution to short- 
term continuing resolution. And I would like to ask you if you 
would tell me what impact this has had on the management of 
your agency and operations. 

Second, we are now starting to have very active discussions 
among Senators about what to do if the Government shuts down 
after Friday — how many staff will still be around, whether anyone 
will answer the phones, whether there will be a skeletal staff or 
more. And I’d like to know what your preparations have been at 
the Department of the Treasury, and what services might be af- 
fected, from your Department, when it comes to that. 

The final question is larger than the first two, and that is: 
Around the corner is another looming crisis, which you spoke to 
yesterday, and that is the extension of the debt ceiling. Some Sen- 
ators have already come to the floor and said, flat out, “We don’t 
care. We’re not going to vote for an extension of the debt ceiling.” 
Please tell us what the impact of failing to extend the debt ceiling 
would be on the American economy. 

Three very simple questions. 

Secretary Geithner. Mr. Chairman, thank you. Very consequen- 
tial questions. 

The Office of Management and Budget (0MB) has been coordi- 
nating the work of the executive branch in preparing for a shut- 
down. I think the Director of the Office of Management and Budg- 
et, Jack Lew, sent to the agencies, yesterday, a set of detailed guid- 
ance for how they would manage through, what critical services 
they would have to retain, would be permitted, under the law, to 
retain, and which they could no longer function with. I just want 
to emphasize that, confidence is very important to economic recov- 
eries. There are a lot of things happening in the world today that 
carry some risk to the global economy and financial system. It is 
very important that we in Washington demonstrate that we are 
going to be doing things that are going to help reinforce confidence, 
support recovery. And part of that requires making sure that Gov- 
ernment can carry out its critical functions. And those functions 
would be impaired during a shutdown. 

We would be happy to brief your staff in more detail on exactly 
what would happen for the critical functions we’re responsible for 
at the Treasury, but let me just say, they’re very material. 

Now, you’re right, of course, to highlight the fact that to say it 
again, if we force the Government to live week by week now, more 
than 6 months into the fiscal year, we risk undermining the recov- 
ery now underway. And I think our first obligation to the American 
people, given the trauma still caused by this crisis and the depth 
of the damage we still face, is to make sure we’re doing everything 
we can to ensure that we’re reinforcing business confidence, help- 
ing get more Americans back to work, repairing the damage caused 
by the crisis — a shutdown will get in the way of that, of course. 

Now, you’re right to say that, in the next several weeks, the Con- 
gress will run out of room. Under the debt limit, it will be forced 
to raise the basic debt limit. You asked the question, “What hap- 
pens if we do not? If the Congress does not raise the debt limit?” 
As I said in my recent letters, and as all my predecessors have 
said, the consequences of that would be catastrophic to the United 
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States. Default by the United States would precipitate a crisis 
worse than the one we just went through. I think it would make 
the crisis we went through look modest in comparison. It would 
force us, of course, to cut payments to military, cut critical pay- 
ments to our seniors. And it would be a reckless, irresponsible act 
of this country. I find it inconceivable that the Congress would not 
act to increase the limit. 

I welcome that all the leaders of both parties, in both houses of 
Congress, have reaffirmed the importance of making sure that this 
country, the United States of America, will meet its obligations. Of 
course, that requires the Congress to act in a timely manner to in- 
crease the limit. 

If we take no additional actions, we face that — we run out of 
room on May 16. There are a series of measures my predecessors 
have used in the past, that the Congress has authorized, that 
would give the Congress a little bit more time, but those measures 
don’t buy us nearly as much time as they did in the past, because 
our debt and deficits are so large now. So, they will buy us an addi- 
tional few weeks if the Congress doesn’t act. 

Now, of course, even resorting to those measures does create 
some risk of adding to uncertainty in the markets. So, you don’t — 
you’d rather us not do that. But, we’ll do everything we can to 
make sure that we meet our obligations, and, of course, encourage 
the Congress to act in a timely manner. 

DEBT CEILING AND ECONOMIC CONSEQUENCES 

Senator Durbin. Let me ask you this question, Mr. Secretary. 
The United States Dollar is viewed as the most credible global cur- 
rency, and if we default and don’t extend our debt ceiling, what im- 
pact could this have on the reputation of the dollar and our econ- 
omy? 

Secretary Geithner. Again, it would be catastrophic. If you call 
into question the willingness of the Government of the United 
States to meet its obligations, you will shake the basic foundations 
of the entire global financial system. It is inconceivable that Amer- 
ica would do that. And I’m — of course. I’m totally confident that the 
Congress will act to avoid that. 

But, you know, again, to think about it in a direct sense, what 
it does is, it will raise, dramatically, the borrowing cost, perma- 
nently, for all Americans. Every business, for a very long period of 
time, would raise a much higher cost of borrowing. Every family 
would raise a higher cost of borrowing. Unemployment would rise 
dramatically. Thousands, if not hundreds of thousands, of busi- 
nesses would fail. And, of course, you would shake the confidence 
of the world in U.S. financial assets and treasuries. It would be a 
deeply irresponsible act. Again, inconceivable. 

Senator Durbin. Thank you. 

Senator Moran. 

Senator Moran. Mr. Chairman, thank you. 

Mr. Secretary, I appreciate your exhortation about the necessity 
of raising the debt ceiling, and the consequences that you describe 
would occur. I also would welcome you and the administration rais- 
ing the same kind of concerns in describing the scenario that will 
occur if we do not get our debt under control. There are con- 
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sequences to the value of the dollar, to the standard of living, to 
inflation. And I very much, again, would encourage the administra- 
tion to join with the Congress — Republicans and Democrats — to 
find a path toward a long, sustainable reduction in our national 
debt. There are bad consequences — you certainly described one sce- 
nario of events, but there’s another scenario that will come if we 
do not respond appropriately, responsibly, to the ever increasing 
debt. 


TAX REFORM AND CFPB FUNDING AND STRUCTURE 

One of the things we can do, in addition to cutting spending, is 
to get a tax code in place that is fair, that treats American business 
and individual taxpayers in a way that makes sense in a global 
economy and, again, would — I’d be interested in hearing what the 
Treasury Department is doing in regard to the so called grand plan 
for tax reform, or major modifications in our tax code. 

I’m learning from Senator Durbin to ask all my questions at the 
very beginning, so that the clock is on your time, not mine. 

And finally, a much more specific one. I indicated, in my opening 
statement, that I’m introducing legislation today in regard to the 
board of the CFPB. And I’d like your view as to the appropriations 
process. You’re funding that — the Federal Reserve is funding that 
today. I’d like to see greater oversight by the Congress in regard 
to the appropriation process — a five-person commission or board, as 
compared to an individual. And then, perhaps most importantly, 
can you tell what the administration’s timeline is for submitting a 
nomination to the Senate for the person to head that bureau? 

Secretary Geithner. Excellent questions. Thank you for raising 
them. 

Of course, you’re absolutely right that it is critically important, 
as I said in my opening statement, that the Congress come to- 
gether, on a bipartisan basis, and lock in a set of multiyear reforms 
that put us back on a path to living within our means as a country. 
That’s very important to future economic growth. There is no alter- 
native to doing that. It’s very important. If we don’t do that, you’re 
right, you would put at risk future economic growth. And we need 
to come together. We can’t keep putting it off indefinitely. 

You have before you a — not just a process under way by a group 
of bipartisan Senators, but looking at a comprehensive plan that 
the fiscal commission which Senator Durbin served on, which is a 
very comprehensive, very balanced, reasonable starting point for 
discussion. You know, this is not beyond our capacity, as a country, 
to solve. In fact, if you look at how the world views the United 
States today, the world investors are very confident we’re going to 
solve this problem. But we have to earn that confidence. We have 
to justify that confidence. And that requires us acting. And you’re 
right to emphasize it. I completely agree with you. 

You asked about tax reform. I think it’s inevitable that the Con- 
gress and the administration come together and reform, com- 
prehensively, the U.S. tax code, not just for individuals, but for cor- 
porations. You have a very compelling model for doing that, in the 
Commission’s proposal — a lot of merits in that basic approach, 
which is to broaden the base and use some of the savings from 
broadening the base to lower rates and lower future deficits. We 
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are — as I said in my opening statement, we are designing a cor- 
porate tax reform that’s comprehensive, that would lower the statu- 
tory corporate rate very substantially, and pay for that by reducing 
or eliminating a set of special preferences for individual industries 
and activities of the United States. We think that’s absolutely nec- 
essary to improve incentives for investment in the United States. 
And we’re hopeful that we’re going to be able to work with the Con- 
gress on doing that, perhaps ahead of the comprehensive reform of 
the individual code, which is likely to come — I think it’s going to 
have to come in the next few years. 

And again, that’s very important, because we want to do every- 
thing we can to make it more likely that American companies build 
their next plant in the United States and that foreign companies 
build their next plant here, too. And tax incentives are important 
to that. 

Senator Moran. Mr. Secretary, in addition to the National Com- 
mission on Fiscal Responsibility and Reform, does the administra- 
tion — is there a plan in the works on corporate tax? 

Secretary Geithner. Yes. We have been working on a com- 
prehensive proposal to help get the process in the Congress mov- 
ing. And we’ve been consulting closely with your colleagues on the 
tax-writing committees about how to design that, and with the 
business community. And I’m actually quite optimistic we’re going 
to be able to start that process with a very strong pro-investment, 
pro-growth, pro-competitiveness proposal. 

Now, it, of course, is going to have to be revenue neutral, given 
the broader fiscal challenges we face, but I think we can do that. 

Now, you raised a set of important questions about the CFPB. I 
can’t answer your last question, which is, “How soon are we going 
to nominate?” But, of course, it’s very important that we nominate 
and confirm a director, because the full authorities the Congress 
gave this bureau do not come into place until we have a confirmed 
director. Some happen in advance of a confirmed director, but not 
all. And so, obviously, we’d like to do that. We’re consulting with 
the Congress. We want to nominate somebody who can be con- 
firmed. That is why it’s taking us a little bit of time. As you know, 
it’s been a challenge for us to find — to confirm a number of posi- 
tions for important financial responsibilities. 

You said you were going to propose legislation to establish a dif- 
ferent set of checks and balances on the bureau. And, of course, I 
understand that motivation. But, I believe, as you would suspect, 
that the Congress, having considered a range of alternative models, 
came up with a very good model that combines strong authority 
and independence with a set of very powerful checks and balances. 
The most powerful of those in this structure are that the decisions 
of this bureau are subject to review and approval by the Council 
of Financial Supervisors and Regulators that the Congress estab- 
lished. That creates, in some ways, a stronger set of checks and 
balances than I think exists for many other financial regulators, 
independent or not; and I think the Congress got that balance 
right. 

Again, of course, if you look at what happened in our country in 
this crisis, you saw really appalling, unforgivable failures in con- 
sumer protection. It is very important that we fix that. And I think 
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the Congress, you know, thinking about it for a long time, a lot of 
difficult debates, came up with a good balance. 

Senator Moran. If I could follow up, Mr. Chairman? Thank you. 

Can you think of any downside to not having a director con- 
firmed by the operation date in July? Is that — 

Secretary Geithner. Absolutely. You know, what happens at 
what we call the transfer date, which is a date where the authority 
that exists among existing Federal agencies for consumer protec- 
tion is transferred to this new bureau. You know, that responsi- 
bility is shared among, I think, seven different Federal agencies. 
So, we’re going to centralize that, consolidate that. But, there are 
other authorities to write rules that only take effect when there’s 
a confirmed director. 

And now let me tell you about the consequences of that delay. 
I think one of the biggest problems we had in our system was, we 
held banks to a set of standards, no similar standards established 
for entities that provide consumer finance, lent to individuals with- 
out protection. So, what happened over time is, a lot of that basic 
business of consumer finance moved outside the banking system to 
nonbank financial institutions that were not supervised adequately. 
And that created, of course, appalling vulnerability to fraud and 
predation for individuals, but it also created this huge unfairness 
for banks — for community banks, as well. So, one of the most im- 
portant things the Congress did is to say, “We’re going to establish 
a level playing field across banks and nonbanks so that the busi- 
ness can’t just shift to where there’s no regulation. And if we delay, 
we starve funding or delay full powers for the agency, then you’re 
going to be putting banks at a disadvantage again. And they’re 
going to face again the possibility of having that business competed 
away by entities that aren’t subject to oversight and supervision. 
So, that would be an unfortunate consequence of delay. 

Senator Durbin. Senator Lautenberg. 

Senator Lautenberg. Thanks, Mr. Chairman. 

ECONOMIC consequences OF A GOVERNMENT SHUTDOWN 

Mr. Secretary, might a consequence of a shutdown result in an 
inflationary reaction? 

Secretary Geithner. I think that’s an excellent question. And I 
don’t think I would frame that as the most significant risk. I think 
the most significant risk is that you leave entities that are doing 
vital things, not just supporting Americans in combat, not just 
making payments to seniors, providing benefit checks that Ameri- 
cans depend on for their living, processing tax returns — you put 
those things at risk. The risk is, for a long period of time, you cre- 
ate uncertainty, and that could slow momentum of recovery. So, I 
would think — not about a risk that we accelerate inflation so much 
as what we do is, we take a little bit of the momentum, the wind, 
out of the recovery, and therefore slow the pace of getting more 
Americans back to work. 


bush’s tax cuts 

Senator Lautenberg. House Republicans claim that cutting pro- 
grams like Head Start and medical research is going to solve the 
deficit problem. But, they refuse to look at the revenue side of 
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things. I mentioned that earlier. And how important is it to, for in- 
stance, let the Bush tax cuts for the wealthy expire at the end of 
next year to help to eliminate the budget deficit? 

Secretary Geithner. It’s critically important. I’ll give you an ex- 
ample of how to — if the Congress extends those tax cuts that go to 
2 percent of the most fortunate Americans in the country, we have 
to go borrow $1 trillion over 10 years. It’s those, plus the estate tax 
exemptions. We cannot afford to do that. It is not a responsible act 
of Government, of asking my successors to go out and borrow $1 
trillion over 10 years to finance tax cuts for the richest 2 percent 
of Americans. We cannot afford it. There’s no credible case for 
doing it. 

And you cannot restore fiscal sustainability — you cannot restore 
a modicum of balance to our fiscal position and still preserve our 
capacity to invest in things critical to U.S. economic growth and 
critical to our commitments to our seniors if you sustain those tax 
cuts that we cannot afford. 

FUNDING FOR WALL STREET REFORM 

Senator Lautenberg. The administration’s budget calls for in- 
creased funding for agencies implementing the Wall Street reform 
law. House Republicans failed in their attempts to block this his- 
toric law. So, they proposed, instead, to cut the funding for these 
agencies. In your capacity — ^you’re head of the Financial Stability 
Oversight Council — what effect might these proposed cuts have on 
Wall Street reforms and our ability to prevent another financial 
crisis? 

Secretary Geithner. Well, I think you said it right. Those — the 
cuts are designed to starve those agencies of the ability — deny 
them the ability to enforce a set of basic, sensible protections for 
consumers and investors. And if they were passed, they will have 
that effect. 

I’m confident they won’t pass, because we think it would be irre- 
sponsible to pass them. But, if they did pass — become law — they 
would have that effect of depriving us of the ability to fix what we 
got so devastatingly wrong, at enormous cost to the American peo- 
ple, a financial crisis, you know, without recent precedent, enor- 
mous damage to the country. And so, I think it’s very important 
the Congress equip the executive branch and the regulatory agen- 
cies with the resources and the people we need to enforce those 
basic, sensible rules of the game. 

SANCTIONS ON LIBYA 

Senator Lautenberg. Mr. Secretary, yesterday you lifted the 
sanctions against former Libyan Foreign Minister Moussa Koussa, 
a man who’s been linked to numerous terrorist attacks, including 
Pan Am 103, which killed 270 people, 189 of whom were Ameri- 
cans. In your consultation with Secretary Clinton regarding lifting 
these sanctions, did you discuss what other levers might be avail- 
able to be sure that he’s held accountable for these crimes? 

Secretary Geithner. I know my colleagues in the national secu- 
rity community have discussed that, and I’d be happy to talk to 
them, pass on your concern and question, and ask them to come 
talk to you about how we can be responsive to your concern. 
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DEFICIT REDUCTION 

Senator Lautenberg. What would the estimate he of the reve- 
nues needed to help us stabilize things and continue looking to im- 
provements in our economy? 

Secretary Geithner. Well, the central question we face is how to 
get the deficits down to a level where we put our national debt, as 
a share of the economy, on a declining path. You have to first sta- 
bilize it at an acceptable level, and then you have to start to reduce 
it. And that requires we get our fiscal deficits down to a level below 
3 percent of the gross domestic product. That’s a level at which our 
revenues and our commitments, apart from interest, are in balance. 

Now, to do that — we proposed, in our budget, a way to do that. 
You have, in the Commission proposal, a more ambitious way to do 
that. But, that provides — both those examples provide a package a 
balanced package of tax reforms and reductions in spending and 
our commitments that would achieve that measure of balance with- 
out putting at risk future economic growth, without causing mate- 
rial damage to the economy. Those are things we can — changes we 
can afford to make, changes that we can accept. And both those ex- 
amples give you a measure of what you want to do to make sure 
you have a balanced package. 

Again, the challenge is not to just reduce the deficit. The chal- 
lenge is to do it in a way that doesn’t hurt future economic growth 
and hurt investment in the United States, is fair to the American 
people — judged as fair as — the American people. And that requires 
you do it in a balanced, comprehensive way. I think it’s within our 
capacity to do, as a Nation. I think this is something we should 
make sure we let Americans know, because they’re uncertain about 
this, that this is something we can do at acceptable costs, with time 
for people to adjust. 

Senator Lautenberg. Well said, Mr. Secretary. Thank you. 

Senator Durbin. Senator Kirk. 

Senator Kirk. Thank you. 

FUNDING FOR TREASURY’S INTERNATIONAL PROGRAMS 

I want to turn to your budget request. You requested a 4 percent 
increase. And a couple of accounts stood out. There’s a request for 
$3.4 billion for the Treasury international programs, which was a 
58 percent increase more than fiscal year 2011. And then food secu- 
rity accounts was a 1,027 percent increase request in your budget. 
And debt relief was a 336 percent increase in your budget. Can you 
review, quickly? 

Secretary Geithner. Absolutely. You know, usually I testify sep- 
arately on the international piece of our budget. The Treasury 
piece of the — what’s called the foreign assistance budget is about 
5 percent of the total foreign assistance budget. And our piece, the 
piece we’re responsible for, is for funding the institutions, like the 
World Bank, the international financial institutions. And in those 
institutions, we get enormous leverage for every $1 of taxpayer re- 
sources. 

The specific request you refer to includes a variety of commit- 
ments that the Government of the United States made in the past, 
under Republican and Democratic administrations, and a set of 
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new commitments targeted in areas where we think there’s the 
highest return to our basic national security and economic inter- 
ests. 

I’ll give you an example. In food security, what we’ve proposed 
to do is to help seed a multilateral fund to help support improve- 
ments in agricultural productivity and investment in developing 
countries, because, of course, the enormous challenges of poverty in 
those countries. But, that’s also an example where there’s a very 
high return to American technology and American innovation, be- 
cause we’re the most productive farmers in the world. 

I’d be happy to talk in more detail to you and your staff about 
that. But, it’s worth noting, we’re 5 percent of the foreign assist- 
ance budget, but our resources in that 5 percent leverage multiple 
dollars, both by bringing other people to the table and borrowing. 
And so, the total resources that 5 percent supports is more than 
one-and-a-half times the entire 150 account budget. 

So, as we figure out how we reduce spending and reduce our defi- 
cits — and we’re going to have to reduce spending — we want to 
make sure we’re preserving things where we have the biggest bang 
for the buck, the biggest improvement, the biggest return on the 
marginal dollar taxpayer resources. And that’s what our request 
provides. 

Senator Kirk. I’m worried — we have appropriated money that 
apparently is going directly to the Islamic Republic of Iran under 
your administration, meaning that the Treasury Department man- 
ages our relationship with the International Bank for Reconstruc- 
tion and Development (IBRD), International Finance Corporation 
(IFC), and Multilateral Investment Guarantee Agency (MIGA). The 
IBRD has a $344 million unexpended balance to Iran. Since we 
own 16.8 percent of the bank, that’s 58 million United States dol- 
lars that would be provided to Iran. The IFC — $17 million, since 
we own 24 percent. That’s 4 million U.S. dollars from the taxpayer. 
The MIGA are going to provide $127 million to Iran. We own 18.5 
percent of that. It’s a total of $85 million, direct from the U.S. tax- 
payer. And I understand these payments are made directly to the 
Finance Ministry of the Islamic Republic of Iran. Is that about 
right? 

Secretary Geithner. Senator, you and I are in the same exact 
place in this, we oppose lending by the World Bank and its entities 
to Iran. We have opposed them for a long period of time. And the 
last loans that were approved by the World Bank board were ap- 
proved in 2005. 

Senator Kirk. I guess what I’m talking about is, you haven’t cut 
these checks yet, but you’re about to. 

Secretary Geithner. Well, I’m not sure which checks you’re re- 
ferring to. Again, there 

Senator Kirk. These are 2005 loans 

Secretary Geithner. Yes, 2005 loans. That’s the last time the 
World Bank approved a loan. We opposed 

Senator Kirk. Yes. 

Secretary Geithner [continuing]. That loan then 

Senator Kirk. No, but I what I’m saying is 

Secretary Geithner [continuing]. And fought against it over that 
period of time, and, of course, as you know, working very, very 
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hard to dramatically tighten the financial sanctions on Iran 
now 

Senator Kirk. Yes. 

Secretary Geithner [continuing]. With substantial success. 

Senator Kirk. Let me just say, you do not have substantial suc- 
cess. I have written you a classified annex, and I hope you read it, 
a very — before you testify again, on this subject, I hope you read 
that very carefully. 

Secretary Geithner. Of course I would. And again. I’d be 
happy — I know that you — I know you care a lot about these issues, 
as we do. And I’d be happy to talk to you in more detail about it. 
But, I will say again that the financial sanctions programs that my 
colleagues have helped us design, in cooperation with the national 
security community, have resulted in a dramatic, incredibly power- 
ful tightening of the basic economic sanctions on the Government 
of Iran. 

Senator Kirk. With all 

Secretary Geithner. It’s very important we do that. 

Senator Kirk. With all due respect 

Secretary Geithner [continuing]. And we will continue 

Senator Kirk. I urge you 

Secretary Geithner [continuing]. To look for ways to tighten it 
further. 

Senator Kirk. Before you testify before the Congress again and 
make a statement like that, I would absolutely urge you to review 
the record. 

Secretary Geithner. And again — and we’re happy to work with 
you and your colleagues in ways to go further. And we — of course, 
this job requires a relentless focus, because, when we tighten some- 
thing here, what happens is, over time, unless you stay on it, it — 
the stuff will shift gradually; people get around it. So, it requires 
relentless focus. Happy to talk to you in more detail about it. 

EEDERAL DEBT AND ECONOMIC CRISIS 

Senator Kirk. In March, the U.S. Government raised a net of 
$128 billion and it spent a net of $1.05 trillion, meaning your 
spending- to-raising ratio was — you spent $8 for every $1 that you 
raised. You covered it by borrowing $786 billion and reducing your 
cash balance $72 billion, to an ending balance, for the U.S. Govern- 
ment, of $118 billion in the bank. Is that your estimate of how your 
March went? 

Secretary Geithner. Well, I’d have to check those numbers. But, 
keep going. Go ahead. I’ll be happy to 

Senator Kirk. So, Erskine Bowles, yesterday, testified before the 
House that we are facing the most predictable economic crisis in 
history. Would you agree with him? 

Secretary Geithner. I agree that our long-term fiscal challenges 
are an imperative for the country to solve, as I said before, in re- 
sponse to Senator Moran’s questions. And I agree it’s very impor- 
tant we do it. Of course, we have lots of other challenges, too. Our 
challenge is how to — it’s to do that in a way that doesn’t hurt the 
recovery, hurt the economy, hurt our long-term strength and com- 
petitiveness. 
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Senator Kirk. I’ll ask the last question. If you were the Chinese, 
would you lend us another trillion? 

Secretary Geithner. Of course. Let me just repeat something I 
said before. The world still views the United States and the Amer- 
ican political system as up to the challenge of delivering reforms 
that make our economy stronger and our fiscal position more sus- 
tainable. If you look at what we pay to borrow today, there’s still 
enormous confidence around the world in the capacity of this polit- 
ical system, people in Washington, coming together and solving 
these problems, because we’ve always done it in the past. But, we 
have to earn that confidence every day. And that’s why these ef- 
forts underway, including the ones that Senator Durbin was part 
of in the Fiscal Commission, are so important. And it’s important, 
again, that the Congress find a way to come together and lock in 
comprehensive restraints that reduce those long-term deficits. It’s 
completely within our capacity to do, and we have to make sure we 
justify that confidence that you see in markets every day now. 

Senator Kirk. Thank you, Mr. Chairman. 

Senator Durbin. Thank you. Senator. 

WALL STREET REFORM 

Mr. Secretary, before joining the administration, you were in 
New York, at the Federal Reserve, and in the eye of the storm as 
this recession came upon us. You witnessed, and participated in, 
discussions that led to an effort to save financial institutions from 
ruin. And I think, by most standards, the fact that the money has 
been repaid to our Government — the TARP money — with interest, 
in most instances, is an indication of recovery among those finan- 
cial institutions. 

The purpose of Wall Street reform was to make certain we never 
had to walk that road again. We had to make sure that we put in 
place oversight and regulation so that the excesses which led to our 
recession were not repeated. 

Since passage of that legislation, there has been a steady effort 
by Wall Street to undo that Wall Street reform. We’ve seen it in 
many aspects. I’m not going to raise the issue, but I’m battling an 
issue over interchange fees, you may have heard of. And clearly, 
when it comes to the consumer financial responsibility effort, there 
is an effort to slow down that implementation, or stop it. 

As you step back and look at the banking industry, from the 
darkest days, beginning this recession, until today, I see profit re- 
ports which suggest that most are doing quite well. Is there any 
indication that you can point to of weakness in our financial insti- 
tutions that has been brought on by too much Government regula- 
tion and oversight? 

Secretary Geithner. Let me say a few things in response to that. 
I think the U.S. financial system, as a whole, is in a dramatically 
stronger position today than it was in the years running up to the 
crisis, not just from the depths of the crisis, but relative to where 
it was before the crisis. There’s much more capital in the banking 
system, much less leverage. The weakest parts of the system have 
been washed away by the crisis, appropriately so. And I think what 
we have left is much stronger. 
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The challenges we face in the financial system today are — as 
Senator Moran referred to, is, community banks across the country, 
who got themselves too exposed to commercial real estate are still 
facing a lot of challenges. And that’s hurting their small business 
customers. And, as you know, the housing finance market is still 
deeply damaged, really at the early stage of— just the beginning of 
repairing that basic challenge. So, we’ve got a lot of challenge to 
go. 

But, I believe these reforms are absolutely essential to the basic 
health of the American private sector, are absolutely essential to 
credibility of the American financial system, globally, when we ask 
people to invest in the United States, absolutely essential to the 
ability of this financial system to take the savings of Americans 
and channel them to people that have an idea and want to build 
a growing company. And we have to make sure that we meet the 
basic challenge of the legislation in designing sensible rules. They 
have to have a balance. You know, they have to preserve competi- 
tion, some measure of efficiency, a loss of dynamism, innovation. 
But, we have to do a dramatically better job of protecting the econ- 
omy, protecting the innocent, protecting investors and consumers 
from the kind of abuses we felt. 

And I think our biggest challenges now are to make sure those 
reforms get designed well, they’re allowed to take effect, they’re ad- 
ministered by people who have the resources and the independence 
and the authority to carry out those responsibilities, not subject to 
political influence. And we’re at the early stage of that process of 
implementation. 


FORECLOSURE CRISIS 

Senator Durbin. Mr. Secretary, yesterday I went to an opening 
of a housing project in Lawndale, which is on the west side of Chi- 
cago. Coincidentally, it was the same location where Dr. Martin 
Luther King stayed when he lived in Chicago for a short period of 
time. And they were quite proud of the fact that they have 45 
units. The CDFI had a lot to do with it. And as I went to this rib- 
bon cutting, I drove through the neighborhood. And I will tell you 
that virtually every third home was b^oarded up with plywood, indi- 
cating it was in foreclosure and not currently occupied. It strikes 
me that this is still an unresolved issue — and you’ve alluded to it — 
about the value of real estate in America and our housing crisis. 

Can we really expect a solid recovery of this economy unless or 
until we mark-to-market and understand what the true value of 
real estate is? With so many Americans facing the prospect of being 
under water in their own personal debt on their homes, are we de- 
laying the inevitable of facing a resolution of this crisis? 

Secretary Geithner. I don’t think so. It’s important that we not 
do that. I think you’re absolutely right to remind everybody that 
the housing market in the United States is still in crisis. It’s not 
just in California, Florida, Nevada, and Arizona, the states — most 
affected by the rise in prices and the collapse in prices of construc- 
tion. But, it’s in cities across the country. And there are still mil- 
lions more Americans at risk of losing their homes. 

There are two really important things that we have to do in the 
near term to reduce — to address that problem and help repair it. 
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One is, we have to get the economy stronger. Really the only way, 
and the most powerful way, to make sure that you bring the mar- 
ket hack to a reasonable level, protect the value of people’s homes, 
reduce the risk of foreclosure, is to get more Americans back to 
work, make sure incomes are growing. Overwhelmingly, that’s 
going to dominate the outcomes. 

But, it’s also very important that we continue to make sure that 
we use all the tools we have to make sure that servicers and banks 
are giving people a chance to stay in their homes if they can afford 
to do that. Now, the programs we have, have reached millions of 
Americans, but there’s millions more at risk. And we want to make 
sure we do everything we can to make sure that, again, people who 
have — who, given a chance, can afford to stay in their home, have 
that basic chance. Doing those two things are important. 

But, again, the most important thing is to make sure everything 
we do is motivated today by the challenge of getting the economy 
stronger, more Americans back to work. That’s the best thing we 
can do for those communities still caught up in all the trauma. And 
it is going to take several more years, under the best of cir- 
cumstances, to heal that pain, still. 

Senator Durbin. I’m over time, but I’m just going to say, very 
briefly — 2 years ago, I addressed the bankruptcy code as a way to 
have some reckoning in this process so that banks would know, if 
they were about to foreclose, or pushed forward foreclosure, leading 
to bankruptcy, that, ultimately, there would be a bankruptcy judge 
who would have the power to change the terms of the mortgage 
and keep the people in their homes. It was fought by the financial 
institutions. It wasn’t enthusiastically supported by the adminis- 
tration. And it failed. And here we are today in a situation where 
I cannot reconcile, in my mind, how a bank believes that fore- 
closing on a home, boarding it up, letting the weeds grow in the 
front yard and the vandals come in and rip out all the copper 
plumbing until it reaches the point that it becomes a burned out, 
hollow building and has to be torn down is in the best interest of 
the banks, let alone the country and the neighborhood. That, to me, 
is what’s happening over and over again. I lived through this in my 
hometown of East St. Louis, Illinois, and it looks like Dresden, 
after the bombing, for all the vacant land that’s there. And I’m see- 
ing it happen in Chicago. I’m seeing it happen in King County, Illi- 
nois. And I see no end in sight. 

I know we’ve tried. I understand what you’re saying, “the overall 
economy is part of it,” but I don’t believe we have addressed the 
responsibility of the financial institutions in this situation. 

Secretary Geithner. I — well, I just want to associate myself with 
something very important in this context. You’ve said it for a long 
time — is that the servicers have done a really terrible job of helping 
fix and repair and heal and help people through a mess that they 
helped contribute to. And they are not putting enough resources in 
this effort. They are not doing a good enough job of helping home- 
owners navigate through a very complicated, difficult process. They 
have to do a better job. And, as you know, we’re involved in a se- 
ries of efforts that try to bring more force to a more rapid resolu- 
tion of those problems. 
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Senator Durbin. I would say to you, in closing, Mr. Secretary, on 
this subject, we have given them a lot of carrots. It’s time to find 
a stick. 

Senator Moran. 

Senator Moran. Mr. Chairman, thank you. 

BANKING REGULATIONS 

Let me follow up on a topic that — a path you started down. 

When Senator Durbin describes that neighborhood with the 
boarded up houses, it brings me back to the value of community 
banking, in which I — just my commonsense human nature tells me 
there is a different reaction — if you’re the banker who is lending 
to the house down the street, down the road, you have a lot of care 
and compassion for your community, and you drive by that house 
every day; you’re going to have a response of trying to figure out, 
“How do we get this house back in some owner’s hands?” And I — 
again, it gives me the opportunity to reiterate what I said in my 
opening statement, that — and the reason this — the real estate as- 
pect of this is so prevalent in my mind is. I’ve had numerous bank- 
ers, a half a dozen, tell me that with new regulations, they no 
longer are making home loans. I think this is a terrible, sad cir- 
cumstance, in our country, when your hometown banker says, “It’s 
no longer worth the regulatory cost, the fingerprinting of my em- 
ployees, to make a loan to somebody who lives in our town.” 

In Kansas and much of Illinois, we have large rural commu- 
nities — and we have large areas of rural communities in which our 
bankers know their community very well. And the idea that you 
can’t go to your hometown banker and get a home loan is trouble — 
is hugely troublesome to me. 

Also, a conversation I had with one of our regional bankers, who 
was telling me, for the first time in their bank’s history, instead 
of the bank — the regional bank calling a community bank, saying, 
“We’re interested in buying your bank,” it’s now the community 
bankers who are calling the regional banks, saying, “I can’t afford 
this anymore.” The regulatory costs have to spread among such a 
large group of borrowers — a larger asset base, that we’re seeing, in 
my view, the demise of something that is very important to the life 
of a community; that’s the local financial institution. And while, if 
that occurs as a result of market forces, that’s one thing to me. 
But, if that occurs because we have an over-regulated lack-of-com- 
monsense regulatory scheme, we ought to be able to fix that prob- 
lem. 

Secretary Geithner. I agree with you. And let me just associate 
myself with your central point. One of the great strengths of this 
financial system is that we have not just some of the largest, 
strongest, most innovative global financial companies, but we have 
8,000 small community banks that provide a level of diversity, re- 
sponsiveness, customer service care that is a huge asset for the 
country. And we want to make sure we do everything we can to 
sustain it. 

And I do not believe that is at risk in any meaningful sense. In 
fact, the financial reforms that the Congress passed went the extra 
mile to make sure that institutions that were not part of the prob- 
lem, did not cause the problem, were not subject to a greater bur- 
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den from these reforms. They’re largely protected from the addi- 
tional regulations, which are really designed to get at the largest, 
most risky institutions and risky practices. 

Now, what — most of what you’re seeing happen in the commu- 
nity hanks today is the result of the fact that a number of them — 
not all of them — got themselves too exposed to commercial real es- 
tate and risk. And what you saw — what you’ve seen is, bank exam- 
iners, who got a little bit caught by excess in parts of the country, 
as they do in every crisis, they’re over-correcting now. And the bur- 
den you hear banks across the country express concern about is the 
concern that examiners now are becoming too aggressive and mak- 
ing it harder for them to do things that are economically sensible 
loans to viable customers. And that’s a very important thing to try 
to counterbalance and resist. 

The Chairman of the Federal Reserve, the Chairman of the Fed- 
eral Deposit Insurance Corporation, our bank supervisors, are 
aware of this problem and they have been working to try to miti- 
gate it. They’re independent of the Treasury. I should say, I can’t 
control what they do in this context. But, I know they’re concerned 
about it, too. 

But, I hear what you hear, too, which is, across the country, com- 
munity banks still say that “We’re getting a little bit too much heat 
from our examiners at a time when we want to increase lending.” 
And we want to make sure we can help counteract that. 

Now, the Congress did pass a very well-designed set of programs 
to help banks — community banks — get access to capital to help sup- 
port lending and help give more resources to State small business 
credit programs across the country, which we’re doing. And that 
will help a little bit, too, because not all these banks can go out 
and raise capital now, even the ones that have viable businesses. 
And so, we think that’s a good, sensible response. 

But, I do agree with your concern. And I am, personally, com- 
pletely committed to make sure that we preserve that great 
strength of diversity of a banking system that has thousands and 
thousands of small community banks operating on Main Streets, 
trying to do a better job and meet the needs of their customers. 

Senator Moran. Well, I’m never quite certain as to whether — 
how much of the problem is additional regulation, how much of it 
is additional enforcement or — and, in part, is just the uncertainty 
of the enforcement: What is coming next? 

Secretary Geithner. Yes. 

Senator Moran. So, there’s a reluctance to lend money. And I 
have had this conversation with you previously, and with Chair- 
man Bernanke, and with Sheila Bair. We’ve been down the line. 
Everybody is sympathetic, and yet the problem continues. And I 
would say — and I’m not necessarily here advocating for my bank- 
ers; I’m here advocating for what I think is important to the econ- 
omy in putting people to work is banks that can make loans. In 
communities across our country, across Kansas, access to credit is 
a determining factor as to whether or not you’re going to grow or 
expand your business. And we have a reluctance on the part of 
bankers, because of the regulatory burden or uncertainty or en- 
forcement that is making it very difficult for those things to occur. 
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And I don’t know whether you would have somebody at — again, the 
OTC is firewalled 

Secretary Geithner. Yes. 

Senator Moran. — I guess it’s part of the Treasury, but not — you 
don’t have direct. But, it would be great to have somebody who 
would ultimately sit down with community bankers and their cus- 
tomers and say — because I get this, as you would — as I’m doing to 
you, people do this to me — “Fight bureaucracy. Fight paperwork. 
Get rid of the unnecessary burden.” It’s very hard to fight the word 
“bureaucracy.” But, if we can have the specific examples of the 
rules and regulations or the enforcement action that make no 
sense, we can address those individually, as compared to the big 
picture of, you know, fighting the bureaucrat. 

So, if you have suggestions of who I could get in a room with 
bankers and their customers, to see if there are the individual 
items of regulation, or the regulators that are not following the pro- 
tocols of the exam process, so we can get some certainty back into 
this process. 

Secretary Geithner. Happy to work with you on that. And I 
think you’re right to call attention to it. And I would point out that 
if you look at the broad measures of what businesses report, in 
terms of credit terms and availability, and if you look at the very 
broad measures of access to credit to businesses, price of credit, 
lending terms they face is — it’s now starting to improve; not as 
soon as we’d like, not as quickly as we’d like, but much faster than 
credit, for example, of consumer — or somebody who wants to bor- 
row to finance a house is improving. And that’s encouraging, but 
we want to reinforce it. And I think we have a long way to go. 

Senator Moran. Mr. Secretary, I have one additional question 
that I’d like to ask you personally, if you can — if I can catch you, 
for a few moments, after this hearing. 

Secretary Geithner. Sure. 

Senator Moran. Thank you. 

Senator Durbin. Senator Lautenberg. 

FUNDING TO FIGHT ILLEGAL TOBACCO TRAFFICKING 

Senator Lautenberg. Mr. Secretary, it’s estimated, by the Treas- 
ury, that Federal revenue lost due to illegal tobacco trafficking may 
reach as high as $4V2 billion annually. Now, the Congress provided 
$3 million this year for the Alcohol and Tobacco Tax and Trade Bu- 
reau to hire agents and improve enforcement efforts. However, the 
President’s budget, next year, would eliminate these positions. 
Now, without filling these jobs, how will the Treasury have the re- 
sources it needs to carry out effective tobacco taxing? 

Secretary Geithner. Senator, I know this is important to you, 
and I’m aware of your concern. And I’d like to try to work with you 
to see if we can address it. 

And let me tell you a little bit of what’s guiding our judgment. 
You know, we’re finding, across the board, that we’re — you know, 
we’re having to do more with less. Where we have limited enforce- 
ment resources, we’re trying to make sure we devote them to where 
we have the highest return, in terms of revenues and other objec- 
tives the Congress gives us. And so, that’s forced us to cut back in 
some areas. This is an example. 
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I know why you’re concerned about it, because it makes it easier 
for people to evade these things. That erodes the revenue base of 
States. And so, I think it’s important, in this context. I’d be happy 
to work with you on this. 

We do have a lot of — ^because of what the Congress enabled us 
to do the last 2 years — we have a lot enforcement efforts underway 
which we think have some deterrent value. But, obviously, we want 
to do as much as we can with the few resources we can. And I’d 
be happy to work with you on how best we can do that. 

Senator Lautenberg. So, we need the people to get the job done. 

Secretary Geithner. We do. Absolutely. And what we did is to — 
temporarily, is, we used those resources to use IRS agents to help 
them in a separate, and they’re doing a lot of important things 

Senator Lautenberg. That imposes an extra burden on those 
who have the audits to do, and 

Secretary Geithner. It does. And, you know, as you’ve seen, 
there are some people who want to cut the IRS resources, too. But, 
again, what we want to do is to make sure that, with the resources 
you give us, we allocate them to where they have the highest pos- 
sible return. And I know why this is important to you. 

INERASTRUCTURE BANK PROPOSAL 

Senator Lautenberg. Yes. The administration has recommended 
an infrastructure bank to fund transportation projects of national 
significance. Now, at a time when budgets are stretched so thin, 
how would the administration’s proposal focus Federal dollars to 
maximize our country’s economic competitiveness? 

Secretary Geithner. Well, as you know, we face a huge long- 
term infrastructure deficit that puts enormous burden — it hurts 
the competitiveness of American businesses by raising the cost of 
doing business, bringing their products to market. And so, as you 
think about the long-term challenge we face, we have to find a way 
to finance, responsibly, much higher levels of infrastructure across 
the country. 

We believe an infrastructure bank or fund is — should be part of 
the solution. It can’t be the entire solution. And what it does is give 
us the chance to get better use of limited taxpayer resources to bor- 
row from the market and bring private capital alongside what the 
Government does directly so get — we get more power, more bang, 
more ammunition behind these financing projects. 

And there’s a lot of interest in this in the Congress, as I know 
how — ^you’ve been a big supporter of this. There are some new ideas 
in the Congress, too. And we’d like to work with you and your col- 
leagues to figure out how we get something done. 

Again, one of the most important things we can do to help get 
more Americans back to work, to help increase employment oppor- 
tunities for people most affected by the crisis, in construction, for 
example, and for our long-term competitiveness, is to invest sub- 
stantially more in infrastructure projects that have a high return 
over time. And we cannot do that adequately through the tradi- 
tional mechanisms the Congress has used to fund, for example, 
transportation budgets. 

Senator Lautenberg. Will we hear some of what might be con- 
sidered, in the near future, so that we can get on with this? 
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Secretary Geithner. Yes. We’re — again, we’ve — have a series of 
detailed proposals we’ve been modifying as a way to get more sup- 
port in the Congress. And there’s a bunch of new ideas on the Hill 
that we want to work with you on. And again, I think this is some- 
thing that we should be able to do. It’s not a partisan issue. It’s 
traditionally had a lot of bipartisan support. And it’s a good, effi- 
cient use of taxpayer resources. 

CORPORATE TAX HOLIDAY 

Senator Lautenberg. Well, some companies are pushing for a 
tax holiday if they repatriate income that’s currently invested over- 
seas. These companies believe that it’s going to — that it will boost 
the U.S. economy, create jobs. I’m skeptical about it, but some have 
suggested that a tax holiday may make sense in the larger context 
of corporate tax reform. How do you feel about that kind of pro- 
posal? 

Secretary Geithner. That’s something we would not consider 
outside the context of corporate tax reform, because — for the rea- 
sons you said, on the basis of how it’s been — of the experience in 
the past. It’s a — well, I won’t say — I’ll say it directly — it has not 
produced an increase in investment, job creation. And it’s expen- 
sive. So, we would not support it outside the context of corporate 
tax reform. But, in the context of comprehensive corporate tax re- 
form, we think there may be a way to try and do that in a way 
that would be responsive to these broader interests of trying to get 
more of those resources held overseas, to bring them back. But, not 
outside of that context 

Senator Lautenberg. No, because it’s believed that, by keeping 
these companies from bringing back the income that they’ve 
earned, that we’re not only losing revenues, but we’re also increas- 
ing competition within — for jobs within our own country. 

Secretary Geithner. That’s right. That’s why it’s a very good 
idea to try to do comprehensive reform that lowers the statutory 
rate, broadens the base, and again, improves the incentives for peo- 
ple to bring back those resources and invest more in the United 
States. And that’s what our reforms — we’re going to try and do. 
And you’ll see, in that proposal, that we’re going to try to find a 
way to be responsive to that broader interest. Again, what we want 
to do is improve incentives for people investing more of those re- 
sources here in the United States. 

FUNDING FOR THE CFPB 

Senator Lautenberg. Our colleagues on the other side of the 
aisle have proposed to cut the new CFPB’s budget this year to $80 
million. The CFPB estimates that we’ll need approximately $143 
million to do its job. If the House Republicans get their way, how 
is that going to affect the CFPB’s ability to start up and fulfill its 
mission of protecting consumers? 

Secretary Geithner. Well, again, the purpose of those cuts are 
to starve this entity of the resources it needs to get going. And 
what that will do is put at risk — I gave one example to Senator 
Moran, but I’ll repeat that and tell you another one. What the — 
the most important priorities of this bureau from day one are to 
simplify and improve disclosure for people who want to get a loan 
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to buy a house or to borrow against their credit card. And pro- 
viding more simple disclosure, so people understand how to borrow 
responsibly, can shop for a better deal, is an overwhelmingly sen- 
sible simple objective. You will delay — make it harder for the agen- 
cy to do that. The other thing that would make it harder to do, if 
you starve it of resources, is — as I said to Senator Moran, is, you’ll 
leave banks with an unlevel playing field, where they’re competing 
against nonbank finance companies, without constraint, who might 
be trying to take advantage of their customers in that context. 
That’s not good for banks or for consumers. Those are two exam- 
ples of what you put at risk. 

Senator Lautenberg. Thanks, Mr. Secretary. 

Thanks, Mr. Chairman. 

FINANCIAL CRIMES ENFORCEMENT NETWORK 

Senator Durbin. Mr. Secretary, in my opening statement, I men- 
tioned the Financial Crimes Enforcement Network, which — I don’t 
know if many people follow it, but FinCEN, as it’s known, collects 
red flags on suspicious financial transactions from banks and other 
financial entities. Hundreds of Federal, State, and other local law 
enforcement agencies access this data to track the financial paper 
trail of criminal financial activity, including terrorist financing, or- 
ganized crime, and drug trafficking. 

In many places, like Chicago and New York City, local law en- 
forcement entities have direct access to this data. In fact, in Illi- 
nois, 75 users ran more than 20,000 searches on the FinCEN data- 
base in 2010. 

Under the Treasury proposal for next year’s budget, all those 
searches would have to funnel through just two staffers at the 
State level. The Treasury would save $1.3 million with the pro- 
posed cuts in this agency. It seems to me that FinCEN has a sig- 
nificant role in dealing with the use of our financial network by 
wrongdoers: criminals, drug traffickers, would be terrorists. This 
proposed cut seems to me to be penny-wise and pound foolish. Can 
you comment? 

Secretary Geithner. Yes, Mr. Chairman. Thank you for raising 
this. And I understand your concerns. And we will work with you 
to try to mitigate that effect. 

And you’re right, and I appreciate very much what you said in 
your opening statement, about the important role FinCEN pro- 
vides, as a whole. And, of course, we’re always looking for ways to 
make sure that we’re directing them to things that can have the 
maximum positive impact in reducing the ability of people to take 
advantage of our financial system, in this case. And this is one ex- 
ample. 

Now, you’re concerned about the effect this would have on local 
law enforcement officials, particularly in the really major cities’ 
largest law enforcement operations in the country; and I am opti- 
mistic we can find a way to try to address those concerns. Of 
course, in our proposal, we’re preserving direct access for them to 
the resources of FinCEN. But, I understand your concerns, and I 
think we can work with you to try to mitigate those. 

Senator Durbin. Senator Moran. 

Senator Moran. Mr. Chairman, thank you. 
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IRAN SANCTIONS 

I’m not exactly sure — Mr. Kirk — I think his conversation with 
you is — was about the World Bank. I did want to make certain that 
you understand the importance of enforcement — strict and strong 
enforcement — of the Comprehensive Iran Sanctions and Account- 
ability Act that the Congress passed several years ago. And I as- 
sume that you would tell us that you’re taking your job very seri- 
ously. 

Secretary Geithner. Absolutely. We are taking it very seriously. 
And again, we had a very powerful program. The law the Congress 
passed gave us much more power. And it’s had a dramatic impact 
on our capacity to make sure that other countries around the world 
joined us in tightening the constraints on the Government of Iran. 

But, as Senator Kirk reminded us, and as I said, this is an ongo- 
ing challenge, and it requires a relentless focus to try to make sure 
you catch every opportunity for evasion, and stay on it. And again, 
we’ve got some incredibly talented people with a great record in 
this area. And we work every day to try to make sure we can do 
a better job. And the Congress gave us much more powerful tools. 

Senator Moran. There’s no additional — there’s no need for addi- 
tional — authority, statutory authority, or — you have the tools that 
you need? 

Secretary Geithner. I don’t think so. I think our big challenge, 
as you know, is to try to get other countries to come with us. You 
know, we don’t do material business, really, now, and — but much 
of the rest of the world does. And so, what we’ve been successful 
doing with these new powers is to tighten the net by getting other 
countries to come with us. But, you know, we’ve got some more 
work to do not that front. 

ADDITIONAL COMMITTEE QUESTIONS 

Senator Lautenberg. Mr. Chairman, thank you. 

Mr. Secretary, thank you for your consideration. 

[The following questions were not asked at the hearing, but were 
submitted to the Department for response subsequent to the hear- 
ing:] 


Questions Submitted by Senator Richard J. Durbin 

Question. The Appropriations Subcommittee on Financial Services and General 
Government maintains jurisdiction over the annual appropriations for the Office of 
Foreign Assets Control (OFAC), a Department of the Treasury office dedicated to 
administering and enforcing economic and trade sanctions. On February 25, 2011, 
President Obama signed an Executive order freezing Libyan assets in United States 
banks, significantly limiting Muammar Gaddafi’s ability to access funds to support 
attacks on his own people. The Washington Post reported that OFAC quickly identi- 
fied $32 billion in Libyan assets and that United States banks began freezing funds 
within minutes of the Executive order going into place. 

What authority does Treasury have to freeze foreign assets when there is a threat 
of a humanitarian and/or national security crisis? How is this decision made? 

Answer. In issuing an Executive order imposing economic sanctions, the President 
generally invokes the authority of the International Emergency Economic Powers 
Act, and declares a national emergency to deal with a particular threat to the na- 
tional security, foreign policy, or economy of the United States. Treasury’s OFAC 
then acts under delegated Presidential national emergency powers to implement 
provisions of the Executive order, which can include blocking targeted assets under 
U.S. jurisdiction. 
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Question. How is OFAC ensuring that U.S. financial institutions are complying 
with the directive to freeze Gaddafi’s assets? What are the consequences of non- 
compliance? 

Answer. OFAC uses a variety of tools to ensure compliance by U.S. financial insti- 
tutions. In the case of a new sanctions program, OFAC immediately posts notice of 
the sanctions’ legal requirements via several electronic means to the United States 
and international financial community. By law, holders of blocked assets must re- 
port to Treasury within 10 days after blocking assets, although they typically will 
report major blockings within 2 to 4 days. OFAC has the authority to impose civil 
penalties if appropriate. OFAC also works very closely with Federal and State finan- 
cial regulators, which require financial institutions to maintain adequate programs 
to ensure compliance with OFAC regulations. OFAC is actively engaged with U.S. 
financial institutions to address implementation issues and it may issue subpoenas 
to obtain information when there is an indication that a financial institution has 
failed to act properly. 

Question. What happens to these funds after they are frozen? Will they be made 
available to the Libyan people when the political situation is stabilized in that coun- 
try? 

Answer. In taking action to block Libyan Government assets under the Presi- 
dent’s Executive order, the United States has protected those assets from misappro- 
priation by the Gaddafi regime, and is depriving the regime of the use of those as- 
sets for its ongoing campaign of violence against the Libyan people. On July 15, 
2011, the United States recognized the Transitional National Council (TNC) as the 
legitimate governing authority for Libya. To assist the TNC and the Libyan people 
during this time of transition, we are working with the State Department to make 
a portion of the frozen assets available to the TNC as soon as possible. We are keen- 
ly focused on the humanitarian and other essential needs of the Libyan people, and 
we are working closely with our international partners to address those needs. To 
that end, on August 25, the United Nations Security Council’s Libya Sanctions Com- 
mittee agreed to a United States “extraordinary expenses” request facilitating the 
issuance of United States licenses to authorize the release of up to $1.5 billion in 
Libyan assets for humanitarian and other essential needs. Consistent with TNC in- 
structions and State Department guidance, we have authorized the release of funds 
for humanitarian and other urgent needs. These efforts are being negotiated care- 
fully to provide for adequate oversight and transparency in how the funds will be 
used. Going forward, we will continue to work closely with the State Department, 
the TNC and our international partners to determine an appropriate plan for releas- 
ing assets in light of the situation on the ground as it evolves. While we seek to 
provide the TNC with the resources necessary to address humanitarian and other 
essential needs, we also will work with the State Department, the TNC and our 
international partners to continue safeguarding these assets for the Libyan people 
in a manner consistent with our United Nations obligations. 

Question. The Comprehensive Iran Sanctions, Accountability, and Divestment Act 
of 2010 (Public Law 111-195) tightened economic sanctions on Iran in response to 
its nuclear weapons program, focusing in particular on Iran’s petroleum industry. 
The administration has also taken steps through the Treasury Department and the 
United Nations Security Council to tighten sanctions even further against Iran. 

In 2010, The New York Times reported that over the last decade, the Federal 
Government awarded more than $107 billion in contract payments, grants, and 
other benefits to foreign and multinational American companies while they were 
doing business in Iran — including nearly $15 billion paid to companies that defied 
United States sanctions law by making large investments that helped Iran develop 
its oil and gas reserves. 

What steps has Treasury taken to enforce these sanctions, especially with regard 
to recipients of Federal funds? What further steps does Treasury plan to take? 

Answer. Treasury’s Office of Terrorism and Financial Intelligence has been en- 
gaged in an aggressive campaign to implement the Comprehensive Iran Sanctions, 
Accountability, and Divestment Act of 2010 (CISADA), reaching out to countries 
around the world through travel and correspondence. 

Treasury’s outreach on CISADA has had a tremendous effect, and the great ma- 
jority of financial institutions with which we have engaged have chosen to close 
their correspondent accounts with United States-designated, Iranian-linked finan- 
cial institutions, thus shutting down avenues that Iran’s designated banks had re- 
lied upon to engage in financial activities. 

Treasury aggressively implements and enforces sanctions against entities and in- 
dividuals subject to such sanctions. Since the adoption of United Nations Security 
Council Resolution 1929 in June 2010, Treasury has designated dozens of Iranian 
entities and individuals for involvement in Iran’s proliferation-related activities or 
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for being responsible for human rights abuses in Iran. Actions taken pursuant to 
Executive Order 13382, which targets WMD proliferation networks and their sup- 
porters, have included designations of affiliates of the Islamic Revolutionary Guard 
Corps and the Islamic Republic of Iran Shipping Lines; Tidewater, an Iranian port 
operator; entities subordinate to Iran’s Aerospace Industries Organization; and addi- 
tional Iranian-linked financial institutions, including Europaisch-Iranische 
Handelsbank, Post Bank of Iran, Bank Refah, and the Bank of Industry and Mine, 
bringing the total number of designated Iranian-linked financial institutions to 21. 
Treasury also continues to work with international partners to implement robust 
international sanctions on Iran so that Iran feels pressure not only from U.S. ac- 
tions but also from increasing isolation from the international financial system. 

On September 28, 2010, the President signed Executive Order 13553, authorizing 
the freezing of assets of officials of the Government of Iran or persons acting on be- 
half of the Government of Iran who are responsible for or complicit in, or respon- 
sible for ordering, controlling, or otherwise directing, the commission of serious 
human rights abuses against persons in Iran or Iranian citizens or residents, among 
others. The Annex to Executive Order 13553 listed eight Government of Iran offi- 
cials for their involvement in human rights abuses. Treasury has since designated 
additional Government of Iran officials for their involvement in serious human 
rights abuses. 

The State Department enforces the energy-related provisions of the Iran Sanc- 
tions Act, as amended by CISADA, and as a result, I must defer to the State De- 
partment on questions regarding the energy-related sanctions. 

Question. Over the last decade, the Treasu^ Department has granted nearly 
10,000 licenses for commerce involving countries listed as state sponsors of ter- 
rorism — using loopholes for humanitarian and agricultural aid to sell items such as 
cigarettes, chewing gum, hot sauces, weight loss remedies, and even sports rehabili- 
tation equipment for the institute that trains Iran’s Olympic athletes. 

What steps has Treasury taken to ensure that only agricultural and humanitarian 
goods are waived into countries such as Iran? What more can be done? 

Answer. Under the Trade Sanctions Reform and Export Enhancement Act of 2000 
(TSRA), Congress requires Treasury to grant licenses to U.S. companies seeking to 
export agricultural commodities, medicines, and medical devices to certain sanc- 
tioned countries. By the terms of the statute, OFAC is limited in its ability to deny 
licenses for goods that fall within the categories as defined in the statute. For exam- 
ple, TSRA takes its definition of “agricultural commodities” from section 102 of the 
Agricultural Trade Act of 1978 (7 U.S.C. 5602). In interpreting the definition of “ag- 
ricultural commodities,” Treasury looks to the Department of Agriculture, which is 
better equipped to determine what qualifies under the definition. Similarly, TSRA 
relies on section 201 of the Federal Food, Drug, and Cosmetic Act (21 U.S.C. 321) 
to define medicine and medical devices. Circumstances for denying TSRA licenses 
include when the importing entity “promotefs] international terrorism” or when it 
is unlawful to export to an entity that is subject to any restriction for its involve- 
ment in weapons of mass destruction or missile proliferation. 

Question. When United States companies attempt to do business in Africa, they 
are often at a disadvantage due to competition from foreign governments who oper- 
ate outside of the Organisation for Economic Co-operation and Development ar- 
rangement, notably the Chinese. Often African buyers prefer the quality of Amer- 
ican products but are attracted to the inexpensive, flexible concessional financing of- 
fered by the Chinese and others. United States companies complain that United 
States Government tools to level the playing field in the face of these Chinese tac- 
tics, including Export-Import Bank’s War Chest, are too restrictive. 

What steps has Treasury taken to level the playing field in overseas markets for 
United States companies facing Chinese concessional financing and other tactics? 

Answer. China’s accession to the international arrangement that disciplines the 
provision of official export credits, thereby subjecting China’s export credit and tied 
aid activity to clear financing and transparency rules, is a top priority for the ad- 
ministration. Senior Treasury offices and I have raised this issue with our Chinese 
counterparts, and, at the recent May Strategic and Economic Dialogue meetings, the 
United States and China “recognize[d] the importance of transparency and fairness 
in providing export credits” and “agreefd] to exchange views on the importance of 
the export credit system.” We will continue to engage the Chinese on this important 
issue. 

The Ex-Im Bank War Chest is available to match tied aid that violates the inter- 
national rules or that is a threat to long-run U.S. market share/access in emerging 
markets. Separate from the War Chest, Ex-Im also has the legal authority to match 
Chinese export credits, whether or not they are consistent with the international 
rules. This authority was recently used in a Pakistan rail transaction, where Ex- 



33 


Im provided matching financing to a United States company competing against a 
Chinese company with Chinese Government financing that did not conform to inter- 
national standards and practices. 

Question. The Treasury Department is 1 of 20 U.S. Government agencies rep- 
resented on the Trade Promotion Coordinating Committee. What is the Treasury 
Department currently doing to coordinate and boost American export promotion and 
financing operations? 

Answer. In addition to Treasury’s general efforts to support the administration’s 
work to increase exports, Treasury is responsible for promoting balanced and strong 
growth in the global economy through the G-20 Financial Ministers’ process and 
other appropriate mechanisms. 

Treasury has advocated for a rebalancing of global demand, which is an essential 
part of achieving a strong and long-lasting global economic recovery. Faster domes- 
tic demand growth abroad, particularly by countries with trade surpluses, will en- 
able countries with trade deficits to boost their exports, and narrow or eliminate 
their current account deficits. A more evenly balanced global economy will con- 
tribute to a more sustainable global recovery. 

Question. In addition to 'Treasury’s role, which executive agency should and 
which, if any, is leading the interagency process on this effort? 

Answer. 'The President’s National Export Initiative is being coordinated by the 
Commerce Department under the umbrella of the Trade Promotion Coordinating 
Committee. 


DOMESTIC FINANCE 

Question. In January 2011, news reports raised concerns about several banks that 
were found to have taken advantage of servicemembers by overcharging for mort- 
gages and improperly starting foreclosure proceedings. These banks violated the 
Servicemembers Civil Relief Act (SCRA) and added financial stress to the already 
stressful lives of military families. JP Morgan Chase alone sent refunds to 4,000 
servicemembers who were overcharged for mortgages or against whom the company 
improperly started foreclosure proceedings. JP Morgan Chase admitted that it over- 
charged military personnel on their mortgages and wrongfully foreclosed on 14 ac- 
tive-duty families, despite SCRA and its prohibition on foreclosures against 
servicemembers. 

What can the Treasury Department do to prevent violations of SCRA from hap- 
pening in the future, including wrongful foreclosures and violations of the mortgage 
interest cap? 

How can Treasury promote proper training on Servicemembers Civil Relief Act 
(SCRA)? 

Answer. The Office of Servicemember Affairs (OSA), located within the Consumer 
Financial Protection Bureau (CFPB), will play an important role in educating 
servicemembers on the protections afforded by the , as well as ensuring that any 
SCRA-related complaints filed with the CFPB are handled in an efficient and timely 
manner. Although the Department of Justice (DOJ) and the prudential regulators 
enforce the statute, the CFPB will help raise awareness of the law and its protec- 
tions, both within the military community and within the financial community. To 
that end, the OSA recently signed a joint Statement of Principles with the Judge 
Advocate Generals of the Army, Navy, Air Force, Marine Corps and Coast Guard, 
and will work with them and the DOJ on this mission. After alleged violations of 
the SCRA came to light earlier this year, Holly Petraeus, Assistant Director for the 
OSA, wrote a letter to the CEOs of the Nation’s 25 largest banks, asking them to 
review their policies and procedures to ensure that they were compljdng with the 
SCRA. Assistant Director Petraeus has also been engaging the military community 
across the country to raise awareness of the unique financial protections available 
to military families, including those afforded by the SCRA. 


Questions Submitted by Senator Ben Nelson 

DOMESTIC finance 

Question. I continue to hear from both banks and home builders in Nebraska that 
examiners are turning regulatory guidance on commercial real estate (CRE) lending 
into hard caps. 

For example, it’s my understanding that community banks are being told they 
can’t give home builders loans because the bank has reached its 100 percent of cap- 
ital threshold on construction loans. This cap is being enforced in areas of high 
housing demand. Builders still can’t get a loan. Is it true that regulators are not 
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allowing these loans to be made to creditworthy builder borrowers with viable 
projects because a bank has reached the 100 percent of capital CRE threshold? 

Answer. Treasury does not regulate community banks. However, Treasury does 
have a policy interest in ensuring that banks continue to provide credit to small 
businesses, including home builders, consistent with safety and soundness, in order 
to support economic recovery and market stability. 

Policy guidance issued jointly by Federal banking regulatory agencies in 2006 ^ set 
supervisory criteria for significant CRE concentration: 

— total reported loans for construction, land development, and other land (often 
called for acquisition, construction, and development [ACD]) represent 100 per- 
cent or more of the institution’s total capital; or 
— total commercial real estate loans as defined in the Guidance represent 300 per- 
cent or more of the institution’s total capital and the outstanding balance of the 
institution’s CRE loan portfolio has increased 50 percent or more during the 
prior 36 months. 

These criteria are explicitly intended neither as limits nor safe harbors, but rather 
as preliminary steps to identify institutions that may have CDE concentration risks, 
and this policy remains in effect. The policy states that the effectiveness of an insti- 
tution’s risk management practices will be a key component of the supervisory eval- 
uation of the institution’s CRE concentrations. Examiners will engage in a dialogue 
with the institution’s management to assess CRE exposure levels and risk manage- 
ment practices. Institutions that have experienced recent, significant growth in CRE 
lending will receive closer supervisory review than those that have demonstrated a 
successful track record of managing the risks in CRE concentrations. 

In recent years many banks did exceed these concentration criteria and encoun- 
tered financial difficulties. Some of these banks are no longer in business. Troubled 
banks are subject to stringent regulatory restrictions based on each bank’s cir- 
cumstances. It is our understanding that very few banks are currently above, at or 
near the 100 percent ACD benchmark. 

While it is regulatory policy to encourage prudent lending, including to small 
home builders, such credit may be more challenging to obtain now than previously. 
Among other factors, some lenders have tightened their own credit standards, some 
builders have less financial strength, lower property values provide less collateral, 
and housing market conditions remain weak or fragile in many areas. 

Question. I continue to hear from home builders in Nebraska that they are unable 
to obtain financing to build homes for qualified home buyers. These builders are 
typically small businesses building 25 or fewer homes a year that rely primarily on 
commercial banks and thrifts as their primary source of construction loan financing. 

A common complaint I hear from such builders is that overly restrictive actions 
by Federal banking regulators and examiners go well beyond the steps needed to 
ensure safety and soundness. Have your institutions noted any specific regulatory 
obstacles to your ability to lend to small businesses including home builders? 

Answer. Treasury does not regulate community banks. However, Treasury does 
have a policy interest in ensuring that banks continue to provide credit to small 
businesses, including home builders, consistent with safety and soundness, in order 
to support economic recovery and market stability. 

Policy guidance issued jointly by Federal banking regulatory agencies in 2006 ^ set 
supervisory criteria for significant CRE concentration: 

— total reported loans for construction, land development, and other land (often 
called for acquisition, construction, and development [ACD]) represent 100 per- 
cent or more of the institution’s total capital; or 
— total commercial real estate loans as defined in the Guidance represent 300 per- 
cent or more of the institution’s total capital and the outstanding balance of the 
institution’s CRE loan portfolio has increased 50 percent or more during the 
prior 36 months. 

These criteria are explicitly intended neither as limits nor safe harbors, but rather 
as preliminary steps to identify institutions that may have CDE concentration risks, 
and this policy remains in effect. The policy states that the effectiveness of an insti- 
tution’s risk management practices will be a key component of the supervisory eval- 
uation of the institution’s CRE concentrations. Examiners will engage in a dialogue 
with the institution’s management to assess CRE exposure levels and risk manage- 
ment practices. Institutions that have experienced recent, significant growth in CRE 
lending will receive closer supervisory review than those that have demonstrated a 
successful track record of managing the risks in CRE concentrations. 


1 See, e.g., FDIC FIL-104— 2006, Commercial Real Estate Lending (Joint Guidance), December 
12, 2006. 
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In recent years many banks did exceed these concentration criteria and encoun- 
tered financial difficulties. Some of these hanks are no longer in business. Troubled 
banks are subject to stringent regulatory restrictions based on each bank’s cir- 
cumstances. It is our understanding that very few banks are currently above, at or 
near the 100 percent ACD benchmark. 

While it is regulatory policy to encourage prudent lending, including to small 
home builders, such credit may be more challenging to obtain now than previously. 
Among other factors, some lenders have tightened their own credit standards, some 
builders have less financial strength, lower property values provide less collateral, 
and housing market conditions remain weak or fragile in many areas. 

Question. It is my understanding that through economic sanctions the United 
States has been able to freeze nearly $33 billion in Libyan assets. I understand that 
other nations have been able to freeze Libyan assets as well. 

How will the United States and NATO dispense with these frozen assets? 

Answer. As of June 15, approximately $37 billion of cash and securities under 
U.S. jurisdiction have been blocked pursuant to Executive Order 13566. This 
amount includes assets of the Central Bank of Libya and the Libyan Investment 
Authority, among others. In taking action against Libyan Government assets under 
the President’s Executive order, the United States has protected those assets from 
misappropriation by Colonel Muammar Gaddafi and his associates and deprived the 
Gaddafi regime of the use of those assets for its ongoing campaign of violence 
against the Libyan people. On July 15, 2011, the United States recognized the Tran- 
sitional National Council (TNC) as the legitimate governing authority for Libya. To 
assist the TNC and the Libyan people during this time of transition, we are working 
with the State Department to make a portion of the frozen assets available to the 
TNC as soon as possible. We are keenly focused on the humanitarian and other es- 
sential needs of the Libyan people, and we are working closely with our inter- 
national partners to address those needs. To that end, on August 25, the United Na- 
tions Security Council’s Libya Sanctions Committee agreed to a United States “ex- 
traordinary expenses” request facilitating the issuance of United States licenses to 
authorize the release of up to $1.5 billion in Libyan assets for humanitarian and 
other essential needs. Consistent with TNC instructions and State Department 
guidance, we have authorized the release of funds for humanitarian and other ur- 
gent needs. These efforts are being negotiated carefully to provide for adequate over- 
sight and transparency in how the funds will be used. Going forward, we will con- 
tinue to work closely with the State Department, the TNC and our international 
partners to determine an appropriate plan for releasing assets in light of the situa- 
tion on the ground as it evolves. While we seek to provide the TNC with the re- 
sources necessary to address humanitarian and other essential needs, we also will 
work with the State Department, the TNC and our international partners to con- 
tinue safeguarding these assets for the Libyan people in a manner consistent with 
our United Nations obligations. 

Question. Is there a precedent for how to dispense with such assets? 

Will Treasury coordinate with the Department of State in this process? 

Is there any consideration to use these funds to either offset military operations 
in Libya or to help rebuild Libya in the aftermath of the current conflict? 

Answer. While we do not have a precedent for making funds available on this 
scale, consistent with TNC instructions and State Department guidance, we have 
authorized the release of funds for humanitarian and other urgent needs. Treasury 
is coordinating with the State Department regarding U.S. efforts to make a portion 
of the frozen assets blocked pursuant to Executive Order 13566 available to the 
TNC as soon as possible. The funds are not being considered as a means to offset 
military operations, but would be used to address humanitarian and other essential 
needs, as well as support the Libyan people as they chart a democratic, prosperous, 
and secure future for their country. 

Question. To date, what has been discussed and what is possible regarding the 
use of these funds? 

Does Treasury anticipate needing any new authorities to handle these assets? 

If new authorities aren’t required, what existing authorities will be used to dis- 
pense with these funds? 

Is there anything that Congress can do to facilitate proper disposal of these as- 
sets? 

Answer. As of June 15, approximately $37 billion of cash and securities under 
U.S. jurisdiction have been blocked pursuant to Executive Order 13666. This 
amount includes assets of the Central Bank of Libya and the Libyan Investment 
Authority, among others. In taking action against Libyan Government assets under 
the President’s Executive order, the United States has protected those assets from 
misappropriation by Colonel Muammar Gaddafi and his associates and deprived the 
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Gaddafi regime of the use of those assets for its ongoing campaign of violence 
against the Libyan people. On July 15, 2011, the United States recognized the Tran- 
sitional National Council (TNC) as the legitimate governing authority for Libya. To 
assist the TNC and the Libyan people during this time of transition, we are working 
with the State Department to make a portion of the frozen assets available to the 
TNC as soon as possible. We are keenly focused on the humanitarian and other es- 
sential needs of the Libyan people, and we are working closely with our inter- 
national partners to address those needs. To that end, on August 25, the United Na- 
tions Security Council’s Libya Sanctions Committee agreed to a United States “ex- 
traordinary expenses” request facilitating the issuance of United States licenses to 
authorize the release of up to $1.6 billion in Libyan assets for humanitarian and 
other essential needs. Consistent with TNC instructions and State Department 
guidance, we have authorized the release of funds for humanitarian and other ur- 
gent needs. These efforts are being negotiated carefully to provide for adequate over- 
sight and transparency in how the funds will be used. Going forward, we will con- 
tinue to work closely with the State Department, the TNC and our international 
partners to determine an appropriate plan for releasing assets in light of the situa- 
tion on the ground as it evolves. While we seek to provide the TNC with the re- 
sources necessary to address humanitarian and other essential needs, we also will 
work with the State Department, the TNC and our international partners to con- 
tinue safeguarding these assets for the Libyan people in a manner consistent with 
our United Nations obligations. 


Questions Submitted by Senator Jerry Moran 

Question. There is an aerospace industry issue which has come to my attention 
that I’d like to get your thoughts on. It is in reference to trade finance and our abil- 
ity to provide defensive competitive matching in instances of Government financing 
from the official export credit agencies of other countries. I understand that this is 
a looming issue for aircraft manufacturers and I further understand that the admin- 
istration has at its disposal an existing provision in U.S. law (section 1912 of the 
Export-Import Bank Act Amendments of 1978) that could be used to address this 
competitive situation. It appears to me that the Confess instituted a competitive 
matching tool for these exact circumstances — one of its supporters. Senator Adlai 
Stevenson, stated very clearly on the Senate floor during debate: “The [Section’s] 
purpose ... is not to declare or to accelerate a credit war. Its purpose is to put 
the United States in a position to end a credit war.” And, on the House side. Rep- 
resentative Hannaford declared: “These circumstances demand an appropriate re- 
sponse from our own government. The Export-Import Bank can and should be the 
instrument of our response.” 

Does the administration have any intentions to deploy this tool in the fight 
against such lending practices in support of the aerospace industry and its hundreds 
of thousands of workers, as well as for all U.S. industries who are or will be facing 
similar competitions in the near-future. 

Answer. Section 1912 is a provision that allows Treasury to authorize Ex-Im Bank 
to provide matching financing when it determines that foreign noncompetitive offi- 
cial export credits are being offered into the United States that are inconsistent 
with certain standstills, arrangements or practices. Upon receipt of information that 
foreign noncompetitive official exports are being offered. Treasury would initiate an 
inquiry as to whether the statutory criteria under section 1912 — which would be 
fact specific and depend on the scope of an individual case — have been met. 

domestic finance 

Question. Recognizing the distinct differences between large banking institutions 
and insurance companies with small bank subsidiaries. Congress included language 
in the Dodd-Frank Act stating the Volcker Rule should “appropriately accommodate 
the business of insurance.” Is it your understanding that these provisions allow for 
insurance companies to continue to sponsor and invest in private equity pursuant 
to this insurance exception? Do you anticipate any further clarification of this ques- 
tion in any proposed rule? 

Answer. The Volcker Rule includes specific provisions to accommodate the busi- 
ness of insurance. Only two types of insurance companies are subject to the Volcker 
Rule: 

— insurance companies that are affiliates of insured banks or thrifts; and 

— non-bank financial companies supervised by the Federal Reserve Board. 

Under the Volcker Rule, activity for the general account is permitted if the activ- 
ity is already in compliance with State insurance investment law, regulation, and 
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guidance; and the appropriate Federal banking agencies, after consultation with the 
Financial Stability Oversight Council and the relevant State insurance commis- 
sioners, have not jointly determined that such investment laws, regulations, and 
written guidance are insufficient to protect the safety and soundness of the banking 
entity, or of the financial stability of the United States. These permitted activities 
are subject to a prudential “backstop” that prohibits such activity if it would result 
in a material conflict of interest, material exposure to high-risk assets or high-risk 
trading strategies, a threat to the safety and soundness of the banking entity, or 
a threat to the financial stability of the United States. 

The rulemaking agencies are currently drafting the regulations that will imple- 
ment the Volcker Rule and it is likely that a forthcoming Notice of Proposed Rule- 
making will further clarify this accommodation of the business of insurance. 

Question. As you are aware, the Dodd-Frank Act allows for an insurance expert 
to serve on the Financial Stability Oversight Council (FSOC). When do you think 
the President will have a nominee for that position, and do you expect that the nom- 
ination will be submitted before any regulations that may affect the insurance in- 
dustry are voted on by the FSOC? 

Answer. The FSOC is progressing in a prudent and informed way in its decision- 
making, and is relying on the considerable expertise already extant among its mem- 
bers to ensure that it benefits from a wide variety of views. 

On June 27, 2011, the President nominated Mr. Roy Woodall as the independent 
member of the FSOC. Mr. Woodall brings extensive experience and insurance exper- 
tise to the FSOC. He served as the Senior Insurance Policy Analyst at the Depart- 
ment of the Treasury from 2002 to 2011, and has served as President of the Na- 
tional Association of Life Companies and former Commissioner of Insurance for the 
Commonwealth of Kentucky over the span of his distinguished career. 

The FSOC also benefits from the service of Mr. John Huff, the Director of the Mis- 
souri Department of Insurance, Financial Institutions and Professional Registration, 
who was selected as a member by the State insurance commissioners. Mr. Huff of- 
fers a breadth of knowledge and the important perspective of the primary functional 
insurance regulators. 

Secretary Geithner has appointed Mr. Michael McRaith as the director of the Fed- 
eral Insurance Office (FIO). Mr. McRaith, who joined the FIO as director in June 
2011, was previously the director of the Illinois Department of Insurance. He brings 
significant experience and judgment to the FIO and as a member of the FSOC. 

CONSUMER FINANCIAL PROTECTION BUREAU (CFPB) 

Question. Can you please describe for me how the CFPB’s budget will be audited 
upon its standing up in July of this year? Who will perform the audits and how will 
the results of the audits be made public? 

Answer. The CFPB is required to have two independent audits in 2011. The first 
is an audit of the financial transactions of the Bureau, which is being performed 
by the Comptroller General of the United States. Under the Dodd-Frank Act, the 
Comptroller General shall submit to the Congress a report of this audit, which is 
typically made available to the public on the Web site of the Government Account- 
ability Office. The CFPB is also required to order an annual independent audit of 
the CFPB’s operations and budget under section 1016A of the Department of De- 
fense and Full-Year Continuing Appropriation Act of 2011. The CFPB will publish 
its audited financial statements and the annual independent audit on its Web site. 


Questions Submitted by Senator Mark Kirk 

DOMESTIC finance 

Question. In a recent conversation with Chicago’s City Treasurer, she reminded 
me that a downgrade in U.S. debt would not only effect borrowing by the Federal 
Government, but would cascade down to the States. Keeping last week’s downgrade 
of Spain’s and Greece’s debt in mind, I believe that the Federal Government’s fiscal 
discipline initiatives will both help States control their interest costs and prove that 
the tJnited States continues to be a model for the rest of the world. How can the 
United States demonstrate national and global leadership for spending reforms and 
debt reduction? 

Answer. Addressing the challenges we face in the short term to revive our econ- 
omy and in the long-term economic path to growth requires fiscal responsibility. We 
need to reduce annual deficits, now roughly 10 percent of GDP, to the point where 
the overall debt burden begins to fall as a share of the economy. This must be a 
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multi-year process, with cuts phased in over time, so as not to risk our economy as 
it emerges from the recession. 

Our objective is to build a bipartisan consensus on a comprehensive, and balanced 
fiscal reform plan. We must reduce Government spending while financing productive 
investments in areas critical to future economic growth, along with generating more 
revenue and reducing the rate of growth in spending on health care and retirement 
security. 

We must take a balanced approach that includes shared sacrifice in order for our 
Government to live within its means. I remain optimistic that we can address our 
fiscal challenges in a bipartisan manner that sets an example for the world, renews 
investor confidence, and demonstrates to the American people that we can work to- 
gether to improve the well-being of our economy and our country. 

Question. On January 21, the Treasury’s official blog wrote that, “Adopting a pol- 
icy that payments to investors should take precedence over other U.S. legal obliga- 
tions would merely be default by another name, since the world would recognize it 
as a failure by the U.S. to stand behind its commitments.” If a State fails to make 
timely payments of obligations, for example, if it delays payment of Federal edu- 
cation funds to local schools, would the State be considered in default under your 
definition? If failure to stand behind commitments would constitute a default for a 
State government, what responsibility would Treasury have to stand behind a 
State’s legal obligations? 

Answer. Where a State has a legal obligation to make payments at a specified 
time, nonpayment would be recognized by investors and others as a failure by that 
State to meet its commitments. The resulting damage to that State’s creditworthi- 
ness would likely be severe. However, Treasury does not have a general responsi- 
bility to stand behind a State’s legal obligations. 

Question. I would like to ask you about a State that has been becoming more of 
a rogue player on the international stage — Argentina. At least one member of the 
House has asked for review of Argentina’s GSP status. There have been reports that 
Argentina has discussed overlooking Iranian ties to terrorists’ attacks on Argen- 
tina’s soil in order to get some economic concessions. All of this is going on while 
the Republic of Argentina has been negotiating with the Paris Club to repay the 
$9 billion in debt that resulted from Argentina’s 2001 sovereign debt default. Of this 
$9 billion, about $360 million is owed to the United States. Private U.S. creditors 
are still owed $3.5 billion — nearly 10 times as much as the debt the U.S. Govern- 
ment is seeking to recover. Currently, Argentina holds more than $64 billion in for- 
eign reserves. What is Treasury’s office of International Affairs doing to recover 
these funds, which Argentina is clearly able to pay? What is the message that we 
send to Argentina and other States by allowing it to get away with incendiary eco- 
nomic behavior? 

Answer. I can assure you that the Treasury Department is carefully monitoring 
several problem areas associated with Argentina’s conduct toward United States in- 
vestors and unfulfilled obligations to international agreements and institutions. We 
are pressing the Government of Argentina to uphold its international commitments 
as a member of the G-20, International Centre for Settlement of Investment Dis- 
putes, International Monetary Fund (IMF), and other multilateral fora, and nor- 
malize relations with its creditors. Specifically, with regard to the Paris Club, the 
Treasury Department has sought and will continue to seek full repayment from Ar- 
gentina on behalf of U.S. taxpayers. 

Question. The President’s budget claims Treasury’s funding “Enables the imple- 
mentation of critical reforms to the U.S. financial regulatory system through sup- 
port for the Dodd-Frank Wall Street Reform.” What safeguards and oversight exist 
to ensure that this funding is used effectively and that the new programs imple- 
mented under Dodd-Frank are being used effectively and efficiently? I am advo- 
cating a set a principles based on quantitative metrics to use in evaluating appro- 
priations bills that can measure Dodd-Frank’s effectiveness: 

— Programs must be subject to rigorous performance evaluation requirements and 
oversight/enforcement that includes quantitative metrics and goals; 

— New regulatory measures must not duplicate existing ones; and 

— Programs that cannot minimize fraud and abuse should not be considered for 
expanded funding. 

Answer. On January 18, 2011, President Obama issued Executive Order 13563, 
“Improving Regulation and Regulatory Review,” directing executive agencies to 
streamline and simplify regulations, seeking to ensure cost-effective, evidence-based 
regulations that are compatible with economic growth, innovation, job creation, and 
competitiveness. 

On July 11, 2011, he also issued Executive Order 13579, “Regulation and Inde- 
pendent Regulatory Agencies,” which calls upon independent agencies, to the extent 
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permitted by law, to comply with provisions of Executive Order 13563. This includes 
the Executive Order 13563 provision that asks agencies to develop a plan under 
which the agency will periodically review its existing significant regulations to de- 
termine whether any such regulations should be modified, streamlined, expanded, 
or repealed so as to make the agency’s regulatory program more effective or less 
burdensome in achieving the regulatory objectives. The implementation of Dodd- 
Erank provides financial regulators with both an opportunity and a responsibility 
to implement the most efficient and effective rules for the financial system, to avoid 
duplicative or conflicting rules, and to eliminate those that are outdated. 

Question. What is the status of Treasury investigations into additional violations 
of the Iran Sanctions Act of 1996 (ISA) and the 2010 Comprehensive Iran Sanctions, 
Accountability, and Divestment Act (CISADA)? How many companies and/or banks 
is the Treasury Department currently investigating for violations of the ISA and 
CISADA? Can you provide a timeframe of when additional designations are to be 
expected? 

Answer. As a matter of longstanding policy. Treasury does not comment on any 
possible or pending investigations, including possible sanctions. Accordingly, it 
would not be appropriate for me to comment on any particular financial institutions 
that may be under investigation until a final determination has been made regard- 
ing sanctions. 

Since the enactment of CISADA on July 1, 2010, and the publication of the Ira- 
nian Einancial Sanctions Regulations on August 16, 2010, Treasury has been en- 
gaged in an aggressive campaign, involving dozens of foreign countries and scores 
of financial institutions, to explain the choice put to foreign financial institutions by 
CISADA between continued direct access to the United States financial system or 
continued involvement with Iran’s proliferation efforts, its support for terrorism, 
and sanctioned Iranian-linked parties such as United States-designated banks and 
the Islamic Revolutionary Guard Corps. The response to Treasury’s outreach has 
had a tremendous effect, and the great majority of financial institutions with which 
we have engaged have chosen to close their correspondent accounts with United 
States-designated, Iranian-linked financial institutions, thus closing off avenues 
that Iran’s designated banks had relied upon to engage in financial activities. 
CISADA, in short, has proven to be a very powerful tool to further isolate and pres- 
sure Iran. Nonetheless, Treasury has concerns that a limited number of foreign fi- 
nancial institutions may be continuing to engage in activities that could result in 
a finding under CISADA. We are actively investigating those situations. 

The State Department is responsible for implementing the Iran Sanctions Act and 
the energy-related provisions of CISADA, and as a result, I must defer to the State 
Department questions regarding the energy-related sanctions. 

Question. Given that Spain appears like the next domino to fall in the European 
sovereign debt crisis, are you concerned that additional United States taxpayer 
funds may be required to support the IME? Since the Congressional Research Serv- 
ice (CRS) estimates that Spain may need more than $500 billion for international 
bailout, do you anticipate that the IME will need to utilize and/or expand the re- 
cently activated New Arrangements to Borrow (NAB), to which the United States 
has pledged more than $100 billion to date? 

Answer. The IMF has sufficient resources at this time to meet its members’ needs 
for balance of payments support. 

With the activation of the NAB in April, IMF resources currently available for 
new lending programs total almost $400 billion. 

Currently, no additional Eurozone members are requesting IMF support. It is im- 
portant to keep in mind that the bulk of the financing for European crisis countries 
has been provided by Europe, and that in these cases the IME typically has only 
provided about one-third of the total financial support. 

Question. On March 29, out of profound concern that the administration is not 
fully and faithfully enforcing CISADA, Senators Kyi, Lieberman, and I sent an un- 
classified letter to Secretary Clinton and to you with a 54-page classified annex de- 
tailing additional sanctions violations of which we are aware. Can you commit to 
a date when we can expect a response to this letter? 

Answer. In addition to the unclassified response letter sent on May 2, my staff 
provided a classified briefing on CISADA matters on May 19. 

Question. As you know, section 104 of CISADA “urges the President, in the 
strongest terms, to consider immediately using the authority of the President to im- 
pose sanctions on the Central Bank of Iran.” According to CRS, authorities for such 
a designation “could include section 311 of the USA PATRIOT Act (31 U.S.C. 
5318A), which authorizes designation of foreign banks as “of primary money laun- 
dering concern.” Do you plan to impose sanctions on the Central Bank of Iran (CBI)? 
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Answer. United States financial institutions are prohibited, with very limited ex- 
ceptions, from doing any business directly or indirectly with all Iranian banks, in- 
cluding the CBI. Treasury recognizes that section 104 of CISADA urges us to con- 
sider imposing sanctions on CBI, and along with our colleagues in the administra- 
tion, has been considering a range of possible actions. This follows on several years 
of intense focus by Treasury on the CBI. We have, for example, highlighted our con- 
cerns regarding the CBI’s conduct in FinCEN advisories on two occasions. Treasury 
also has noted previously that the CBI and Iranian commercial banks have re- 
quested that their names be removed from global transactions to make it more dif- 
ficult for intermediary financial institutions to determine the true parties in the 
transaction, and we remain concerned that the CBI may be facilitating transactions 
for sanctioned Iranian banks. That said, designating a central bank would be a very 
significant step, with ramifications that may well extend far beyond a similar action 
against a commercial bank. For such an action to have the desired effect, it is essen- 
tial that we obtain the cooperation of our allies to ensure that it increases the pres- 
sure on Iran. We continue to monitor the activities of the CBI and to work closely 
with our allies on the full range of pressures we can bring to bear on Iran. 

SUBCOMMITTEE RECESS 

Senator Durbin. Thank you, Senator Moran. 

And thank you, Mr. Secretary. 

The record of this hearing remains open for a period of 1 week, 
until noon on Tuesday, April 12 . Subcommittee members may sub- 
mit statements or questions for the Secretary to consider. 

And this hearing of the subcommittee stands recessed. 

[Whereupon, at 11:25 a.m., Tuesday, April 5, the subcommittee 
was recessed, to reconvene subject to the call of the Chair.] 



MATERIAL SUBMITTED SUBSEQUENT TO THE 

HEARING 

[Clerk’s Note. — T he following testimony(ies) were received sub- 
sequent to the hearing for inclusion in the record.] 

Prepared Statement of PolicyLink, The Food Trust, and The Reinvestment 

Fund 

Chairman and distinguished Senators of the subcommittee, thank you for the op- 
portunity to share our support for a Healthy Food Financing Initiative (HFFI). 
PolicyLink is a national research and action institute advancing economic and social 
equity by Lifting Up What Works®; The Food Trust is a nonprofit organization 
working to ensure that everyone has access to affordable, nutritious food; and The 
Reinvestment Fund is a Community Development Financial Institution (CDFI) that 
creates wealth and opportunity for low-wealth people and places through the pro- 
motion of socially and environmentally responsible development. 

Our three organizations, along with a diverse coalition of stakeholders, which in- 
cludes representatives from the grocery industry, health, civil rights, agriculture 
and the community development finance community, support the creation of HFFI 
to address the problem of “food deserts” in urban and rural areas across the Nation. 
This problem can be solved in many communities using a successful model that is 
underway in the State of Pennsylvania and is now being replicated throughout the 
country. 

HFFI is a program worthy of investment as it promotes health, creates jobs, and 
sparks economic development. HFFI will provide loan and grant financing to attract 
grocery stores and other fresh food retail to underserved urban, suburban, and rural 
areas, and renovate and expand existing stores so they can provide the healthy 
foods that communities want and need. Over time, with continued investment, HFFI 
could solve the problem of food deserts in urban and rural communities across the 
country. 

For decades, low-income communities, particularly communities of color, have suf- 
fered from a lack of access to healthy, fresh food. USDA research determined that 
more than 23.5 million Americans are living in communities without access to high- 
quality, fresh food. Studies repeatedly show that residents of many low-income 
neighborhoods must travel long distances for healthy food, or rely on corner stores 
and fast food outlets offering high-fat, high-sugar foods. For instance, a recent 
multistate study found that low-income census tracts had half as many super- 
markets as wealthy tracts, and four times as many smaller grocery stores. Another 
multistate study found that 8 percent of African Americans live in a tract with a 
supermarket, compared to 31 percent of whites. Nationally, low-income ZIP codes 
have 30 percent more convenience stores, which tend to lack healthy food, than mid- 
dle income ZIP codes. 

And, a nationwide analysis found there are 418 rural food desert counties where 
all residents live more than 10 miles from a supermarket or a supercenter — this is 
20 percent of rural counties. In rural communities, inadequate transportation can 
be a particular challenge. In Mississippi, which has the highest obesity rate of any 
State, more than 70 percent of food stamp eligible households travel more than 30 
miles to reach a supermarket. Adults living in rural Mississippi food desert counties 
are 23 percent less likely to consume the recommended fruits and vegetables than 
those in counties that have supermarkets, controlling for age, sex, race, and edu- 
cation. 

Controlling for population density, rural areas have fewer food retailers of any 
types compared to urban areas, and only 14 percent the number of chain super- 
markets. For instance, in New Mexico, rural residents have access to fewer grocery 
stores than urban residents, pay more for comparable items, and have less selection. 
The same market basket of groceries costs $86 for rural residents versus $55 for 
urban residents. 
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The results of this lack of healthy food options are grim — these communities have 
significantly higher rates of obesity, diabetes, and other related health issues. Over 
the past decade, obesity rates have more than doubled in children and tripled in 
adolescents. In 2010, PolicyLink and The Food Trust conducted a review of more 
than 130 studies on the issue of access to healthy food and found a direct correlation 
between diet-related diseases and access. A California study found that obesity and 
diabetes rates were 20 percent higher for those living in the least healthy “food en- 
vironments.” In Indianapolis, a study found that BMI values corresponded with ac- 
cess to supermarkets and fast food restaurants. Researchers estimated that adding 
a new grocery store to a high-poverty neighborhood translates into a 3-pound weight 
decrease. 

Fortunately, changing access changes eating habits. For every additional super- 
market in a census tract, produce consumption increases 32 percent for African 
Americans and 11 percent for whites, according to a multistate study. A survey of 
produce availability in New Orleans’ small neighborhood stores found that for each 
additional meter of shelf space devoted to fresh vegetables, residents eat an addi- 
tional .35 servings per day. In fact, of 14 studies that examine food access and con- 
sumption of healthy foods, all but one of them found a correlation between greater 
access and better eating behaviors. This is also true for food stamp recipients. Prox- 
imity to a supermarket was found to be associated with increased fruit and vege- 
table consumption. 

The problems associated with lack of access go beyond health. Low-income com- 
munities are cut off from all the economic development benefits that come with a 
local grocery store: the creation of steady jobs at decent wages and the sparking of 
complementary retail stores and services nearby. Grocery stores operate as impor- 
tant economic anchors for communities, providing a vital service and bringing cus- 
tomers that can also support other nearby business. Securing new or improved local 
grocery stores can improve local economies and create jobs. 

President Barack Obama’s proposed fiscal year 2012 budget includes a proposal 
to invest $330 million, including $250 million in New Markets Teix Credits, in a na- 
tional HFFI. Specifically, the Initiative would provide: 

— $35 million through USDA’s Office of the Secretary, with additional “other 
funds of Rural Development and the Agricultural Marketing Service available 
to support the USDA’s portion of the Healthy Food Financing Initiative”; 

— $25 million through the Treasury Department’s CDFI Fund 

— $20 million through Health and Human Services 

— $250 million through the Treasury Department’s New Markets Tax Credits Pro- 
gram. 

An HFFI would attract investment in underserved communities by providing crit- 
ical loan and grant financing. These one-time resources will help fresh food retailers 
overcome the higher initial barriers to entry into underserved, low-income urban 
and rural communities, and would also support renovation and expansion of existing 
stores so they can provide the healthy foods that communities want and need. The 
program would be flexible and comprehensive enough to support innovations in 
healthy food retailing and to assist retailers with different aspects of the store de- 
velopment and renovation process. 

Grocery industry representatives find that there are obstacles to grocery store de- 
velopment in underserved low-income communities, but also that those obstacles 
can be overcome. The development process for building a new grocery store is 
lengthy and complex, and retailers often find that stores in low-income communities 
have high start-up costs, appropriate sites are hard to find, and securing financing 
is difficult. Grocery operators in both urban and rural areas cite lack of access to 
flexible financing as one of the top barriers hindering the development of stores in 
underserved areas. 

HFFI is modeled after the successful Pennsylvania Fresh Food Financing Initia- 
tive (FFFI), a public/private partnership launched in 2004. Using a State invest- 
ment of $30 million, the program has led to: 

— projects totaling more than $190 million; 

— 88 stores built or renovated in underserved communities in urban and rural 
areas across the State; 

— improved access to healthy food for more than 400,000 residents; 

— more than 5,000 jobs created or retained; 

— increased local tax revenues; and 

— much-needed additional economic development in these communities. 

Stores range from full-service 70,000 square foot supermarkets to 900 square foot 
food shops; and from traditional grocery stores to farmers’ markets, cooperatives, 
and corner stores selling healthy food. Approximately two-thirds of the projects were 
in rural areas and small towns with the remainder in urban areas. 
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HFFI is a viable, effective, and economically sustainable solution to the problem 
of limited access to healthy foods. It can bring triple bottom-line benefits, achieving 
multiple goals: reducing health disparities and improving the health of families and 
children; creating jobs; and, stimulating local economic development in low-income 
communities. 

HFFI would incorporate the key components that allowed the Pennsylvania pro- 
gram to be so effective at attracting private dollars, garnering the commitment of 
store operators, getting fresh food retail stores and markets successfully developed, 
and stimulating local economies. 

The Pennsylvania FFFI has been cited as an innovative model by the U.S. Cen- 
ters for Disease Control and Prevention; the National Conference of State Legisla- 
tures; Harvard’s Kennedy School of Government; and the National Governors Asso- 
ciation. There is significant momentum in many States and cities across the country 
to address the lack of grocery access in underserved communities. Several States 
and/or cities are in the process of replicating the successful Pennsylvania FFFI Pro- 
gram, and many others have begun to examine the needs and opportunities in their 
communities. For example: 

— The State of New York has launched the Healthy Food, Healthy Communities 
Initiative, a business financing program to encourage supermarket and other 
fresh food retail investment in underserved areas throughout the State that will 
provide loans and grants to eligible projects. New York City has launched a 
complementary FRESH Program that will encourage supermarket development 
through tax and zoning incentives and a single point of access to city govern- 
ment for supermarket operators. 

— The City of New Orleans recently launched the Fresh Food Retailer Initiative 
Program (FFRI) that will provide direct financial assistance to retail businesses 
by awarding forgivable and/or low-interest loans to grocery stores and other 
fresh food retailers. 

— The California Endowment, NCB Capital Impact, and other community, super- 
market industry, and government partners have been working to create a su- 
permarket financing program in California that is expected to be launched in 
the first half of 2011. 

A national HFFI could amplify the impact in each of these States and leverage 
the work already underway to ensure swift implementation. Moreover, a national 
HFFI would ensure that all State and communities could solve their food desert 
problems with new stores and other healthy food retail projects. 

In the midst of our current economic downturn, the need for a comprehensive Fed- 
eral policy to address the lack of fresh food access in low-income is critical. We urge 
the subcommittee to support full funding for a Healthy Food Financing Initiative, 
for the benefit of communities across the Nation. Thank you for the opportunity to 
share our perspectives with you today. 



